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Clockwise, from lower left: 

David and Mallory Friedman of 
New York City, two of America's 
new consumers described in the 
essay on pages 12-22 of this 
report, at the Wiss & Lambert 
Jewelers store on Madison 
Avenue in Manhattan. Wiss & 
Lambert is a unit of Zale 
Corporation’s Fine Jewelers 
Guild Division... Footwear from 
Butler... The Corrigan Rose, a 
34.25 carat flawless, 
emerald-cut pink diamond... 

And competition on the 
racquetball court. 




























Financial Highlights 


For the Year Ended March 31 
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Return on Investment 


Description of Business 


Zale Corporation is one of 
America's largest diversified 
specialty retailing firms and the 
world’s leading retailer of 
jewelry merchandise. In 
addition to jewelry, the 
Company has operating 
divisions engaged in the 
retailing of footwear, drug-store 
products, and sporting goods. 
While retailing comprises most 
of its business, Zale 
Corporation is also engaged in 
diamond cutting, polishing, 
and processing; jewelry 
manufacturing; and the 
wholesaling of precious gems 
internationally. 


Founded in 1924 in Wichita 
Falls, Texas, Zale Corporation is 
headquartered in Dallas, Texas, 
and as of March 31,1979, 
operated 1,704 retail outlets in 
49 states, Guam, Puerto Rico, 
and the United Kingdom. 

The Company also owns a 
substantial minority interest in a 
20-store chain of retail jewelry 
outlets in Canada. Main branch 
locations of Zale Corporation 
are in New York, New York; 
Atlanta, Georgia; San Juan, 
Puerto Rico; London, England; 
Antwerp, Belgium; and 
Tel Aviv, Israel. 


Zale Corporation is listed on the 
New York Stock Exchange and 
the Pacific Stock Exchange and 
is traded under the symbol, 

ZAL. The Company has paid 
regular cash dividends annually 
since 1936, and has increased 
the cash dividend on its 
common stock each year 
since 1973. 

























Fiscal 1979 was an outstanding 
year for Zale Corporation. Sales 
rose to a record $904.5 million, 
and net earnings reached an 
all-time high of $43 million, or 
$3.21 per share. 

Final net earnings for Fiscal 
1979 included three unusual 
items. These were a gain on 
the sale of our corporate 
headquarters office building and 
adjacent properties; accrual of 
liability for a new vested 
employee vacation plan; and 
adoption of the LIFO accounting 
method for non-diamond jewelry 
and drug-store inventories. 
Taken together, these items 
contributed less than six per 
cent of the year's net earnings. 
The schedule below shows the 
net impact of these items on 
Fiscal 1979 net earnings: 

$ Amounts 
Millions Per Share 


Gain on sale 


of building 
Accrual for vested 

$7.6 

$0.57 

vacation plan 
LIFO adoption: 

(3.2) 

(0.24) 

Jewelry and 



Drugs 

(18) 

(0.14) 

Net Impact 

$2.6 

$0.19 


Several positive factors 
contributed to our strong 
performance. The dominant 
factor was a continued surge of 
consumer demand for gold and 
diamond fashion jewelry. 

Jewelry Group sales for the year 
totaled $581.3 million, an 
increase of 19.7 per cent over 
jewelry sales in Fiscal 1978, 
which by itself was an 
exceptionally strong year for 
jewelry demand. 

It is significant, indeed, that 
consumer spending for gold and 
diamond goods remained 


strong despite the price 
pressures on this merchandise 
in our 1978 and 1979 fiscal 
years. The Jewelry Group 
has recorded double-digit 
percentage sales increases 
each month during these 
periods. Nevetheless, it 
was encouraging to see a 
stabilization of diamond prices 
in the last half of Fiscal 1979. 
This should be a positive 
influence on continuation of the 
strong consumer demand for 
diamond goods. 

Another positive factor was the 
aggressive marketing and 
merchandising posture taken by 
the Footwear Group to offset the 
absence of an Easter selling 
season in our 1979 Fiscal Year. 
The Footwear Group registered 
sales in Fiscal 1979 of $123.1 
million, or 5.3 per cent more 
than in the prior year, which 
contained two Easter sales 
seasons. The Group was able to 
accomplish this through an 
aggressive merchandising 
program that made maximum 
advantage of the rapidly 
changing styles in women's 
fashion footwear, and a 
marketing program that placed 
exceptional emphasis on the 
speed of inventory turn. 

Slight sales improvements also 
were recorded by the major 
retailing divisions in our Drug 
and General Merchandise 
Group, although profit 
performance did not meet our 
expectations. Even so, we 
beiieve these operations have 
considerable potential to fulfill, 
and that the coming year will 
see considerable improvements 
in our Drug and General 
Merchandise retailing divisions. 


Major strides forward in the 
Sporting Goods and Drug 
Divisions have been taken 
within the past year. 
Managment teams in both 
divisions were greatly 
strengthened, and 
merchandising strategies were 
redrawn and redirected during 
the year. 

In the second quarter of Fiscal 
1979, Zale Corporation 
acquired the 22-store drug 
chain of Gunning-Casteel, Inc., 
a prominent retailer in the 
dynamic El Paso, West Texas, 
and New Mexico market areas. 
In October, we disposed of our 
11 -store Home Furnishings 
Division through sale to Weberg 
of Texas, Inc. Disposing of 
this smallest of our retailing 
divisions is consistent with our 
long-range growth plans, and 
will permit us to devote more 
resources and management 
attention to our more profitable 
and larger operations. 

Viewed in a broader context, 
these acquisition and 
divestment developments are 
important beyond the obvious 
benefits we anticipate. They 
also reflect a determined 
commitment to the development 
and success of our remaining 
lines of retailing in jewelry, 
footwear, sporting goods, 
and drug-store products. 
Furthermore, we intend to be 
alert to any future acquisition 
opportunities that would be 
consistent with our long-range 
growth plans and profit 
objectives. 

The sale of our corporate office 
building and adjacent properties 
also was consistent with 
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long-term objectives. Two years 
ago, your Board of Directors 
adopted a policy to disengage 
from real estate ownership 
except in situations directly 
necessary for operations, and 
then only if Zale was a sole 
occupant. This, the Board 
believed, would permit 
maximum resource application 
to our principal line of business 
— specialty retailing. 

Fiscal 1979 was not just a year 
for reaping the rewards of past 
growth and planning. It was also 
a time to reflect on the promises 
and challenges of the future. 

And it is our thoughtful judgment 
that specialty retailing stands on 
the threshold of an era that 
presents exciting opportunities. 

New lifestyles are taking hold in 
America as we move to the 
1980s. More women are 
working. More families have two 
wage earners. Consumers who 
have more money to spend for 
non-essential goods display 
spending behavior that seems 
to reflect more about 
individuality than about 
conformity. People have more 
leisure time. Shopping has 
become less of a social affair 
than it once was. Consumers 
seem to have accepted inflation 
as an unpleasant but 
unavoidable fact of modern 
living, if the rate of inflation is 
not excessive. 

What these and other diverse 
socio-economic drifts seem to 
point toward is a consumer who 
is and will be more selective, 
exacting, and discriminating 
because of both individual 
desire and economic 
influences: In short, the type of 
consumer that specialty 
retailers are uniquely prepared 
to serve. An essay on the new 
American consumers and what 
they portend for specialty 
retailers is on pages 12-22 of 
this report. 

And so we are planning to meet 
the challenges of the months 
and years ahead. We have 
studied the spending habits of 
customers and non-customers 
alike, and matched that 


knowledge against our current 
business operations and 
merchandise lines to anticipate 
as well as react to consumer 
demand. More immediately, we 
have an ambitious expansion 
program for Fiscal 1980 that 
calls for a total of 144 new 
stores to be opened. 

Also, to recognize our past 
performance and to express our 
confidence about the future, 
your Board of Directors was 
pleased to raise the annual 
dividend rate on common 


It will be a difficult task to 
balance the competing 
pressures of the employee’s 
expectations for wage 
increases, the shareholder’s 
desire for the greatest possible 
return on invested capital, the 
consumer’s demand for quality 
merchandise at reasonable 
prices. However difficult the 
task, though, we must make a 
determined effort. We cannot 
simply sit by and let inflation 
continue to cripple our nation's 
economic strength. 


shares in Fiscal 1979, from 
$0.92 to $1 per share per year, 
an increase of more than eight 
per cent. 

Another important development 
to prepare for the coming years 
occurred in November, when 
the Board of Directors elevated 
Donald Zale from President and 
Chief Executive Officer to Vice 
Chairman of the Board and 
Chief Executive Officer, and 
Bruce A. Lipshy from Executive 
Vice President to President and 
Chief Operating Officer. These 
promotions recognize 
increasing individual 
responsibilities in the overall 
operations of the Company, and 
assure for Zale Corporation an 
orderly transition and continuity 
of senior management in 
the future. 

Finally, in Fiscal 1979 Zale 
Corporation took measures to 
do our part to seek to control the 
inflationary erosion of our 
nation's economic strength. As 
a single business entity, our 
influence is limited. Yet we were 
prompted to take measures to 
comply with the President's call 
for voluntary wage-price 
restraints in the belief that as 
Americans we must all act to 
solve this most pressing of our 
economic problems. However, 
wage-price disciplines in the 
private sector will be ineffective 
without a sharp reduction in 
government's excessive 
spending, which has 
contributed so much to inflation. 
Nevertheless, a sincere effort to 
comply with the spirit as well as 
the letter of the President's 
approach must be made. 


We are convinced that the 
promises of the future can be 
fulfilled if the economic 
problems of the present can be 
brought under control through 
the orderly workings of the free 
enterprise system. We fully 
expect, for example, to report 
to you at this time next year 
that Zale Corporation has 
succeeded in becoming a $1 
billion company in annual sales. 
We are convinced this is a 
realistic goal, if there is no 
serious downturn in the 
economy. But it is a goal that will 
have genuine meaning only if it 
is reached within the framework 
of well-ordered economic 
growth. 

Zale Corporation will do its part 
to achieve the objective of 
productive prosperity that we 
all wish to achieve — as 
shareholders, taxpayers, wage 
earners, consumers. This is our 
commitment. 

Respectfully, 



Ben Lipshy 

Chairman of The Board 



Donald Zale 
Vice Chairman & Chief Executive Officer 



Bruce A. Lipshy 
President & Chief Operating Officer 



Expansion 


Overview: 


In Fiscal 1979, Zale 


Corporation prospered from 
orderly planning for controlled, 
profitable growth. 

Zale's Jewelry Divisions 
continued to expand within the 
market segments we have 
identified as targets of retailing 
opportunity. 

Diamond acquisition and 
jewelry manufacturing activities 
were enlarged and improved to 
take even greater advantage of 
the merchandising and financial 
benefits of these operations. 

The Footwear Group 
systematically broadened its 
innovative approaches to 
fashion footwear retailing 
through expansion of 
experimental merchandising 
and marketing operations. 

In the Drug and General 
Merchandise Group, the 
Skillern Drug Division 
consolidated its posture as a 
major force in the Southwestern 
U. S. drug industry, and 
expanded outside the state of 
Texas for the first time. The 
Sporting Goods Division refined 


At fiscal year’s end 
on March 31, 1979, Zale 
Corporation operated 1,704 
retail outlets in the U. S. and 
abroad, or 24 more than on 
March 31,1978. 

This net increase would have 
been substantially higher 
except for one major factor: The 
number of leased jewelry 
outlets was sharply reduced in 
Fiscal 1979, from 117 leased 
departments to 65, as the 
Division completed its planned 
strategy of lessening its 
involvement in discount stores 
and placing more emphasis on 
the department-store market. 

Zale Corporation is engaged 
in an ambitious expansion 
program for Fiscal 1980. 
Between April 1,1979, and 
March 31,1980, we project 
opening a total of 144 new 
outlets. Of these, 92 will be 
jewelry stores, 39 footwear 
outlets, eight drug stores, and 
five sporting goods stores. A 
number of these stores will be in 
new market areas for Zale’s 
retailing divisions. Also, a 
substantial number will be 


its merchandising philosophies, 
strengthened its operating 
management, and established 
plans for major growth in Fiscal 
1980 and Fiscal 1981. 


located in smaller shopping 
malls than in the past. This 
reflects a relative decline in the 
growth of regional shopping 
centers, which has been the 


primary area of expansion for 
retail shopping developments 
for the past two decades. 

One major 

development in the 1979 Fiscal 
Year was the sale of Zale’s 
corporate office building and 
adjacent properties in Dallas to 
the John Hancock Mutual Life 
Insurance Co. of Boston, 
Massachusetts, for 
approximately $38.2 million. 

This transaction resulted 
in a net gain after tax of 
approximately $16.4 million. Of 
this, $7.6 million was recorded 
in Fiscal 1979. The balance of 
$8.8 million will be recorded 
over the next five fiscal years, 
beginning in Fiscal 1980. (For 
additional details, see Note 3 to 
the Consolidated Financial 
Statements in this report.) 

The Corporation will continue to 
occupy the building under a 
five-year lease arrangement. 







More than 60 per cent of Zale Corp.’s 
1,644 domestic U.S. outlets are located 
in the Southern tier of states and Cali¬ 
fornia, the booming area popularly 
called the “Sunbelt.” 


With diamond acquisition and jewelry 
manufacturing capabilities, Zale's jew¬ 
elry divisions provide retail customers 
with both economic efficiencies and 
product expertise. 


Zale’s Footwear Group has provided a 
profitable diversity to the 
Corporation s business, and has been 
an Important factor in Zale’s emer¬ 
gence as one of the nation’s leading 
specialty retailers. 
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LIFO Extension 


In 


1978 


Dividends 


our 


Fiscal Year, the last-in, first-out 
(LIFO) method of accounting 
was adopted for substantially all 
diamond inventories. This was 
done because the LIFO method 
more closely matches current 
costs with current revenues 
during periods of rising prices. 

As noted in the Letter to 
Shareholders on pages 2-3 of 
this report, in Fiscal 1979 the 
LIFO method was extended to 
all remaining jewelry and 
drug-store merchandise. 

Our decision to extend the LIFO 
method this year came after 
a thorough study, which 
determined that the impact of 
inflation was not great enough 
to warrant the use of LIFO at 
this time for valuing footwear 
and sporting goods inventories. 
However, we will closely monitor 
inflationary pressures in these 
areas, and make adjustments 
accordingly if required by future 
developments. 


During Fiscal 1979, 
a total of approximately $10.9 
million in cash dividends was 
paid to common and preferred 
shareholders. This represented 
an increase of approximately 
$0.6 million over cash dividends 
paid in Fiscal 1978. 


The American business 
community bears a heavy tax 
burden that is not limited just to 
federal levies on corporate 
income. For this reason, we 
feel an obligation to report to 
shareholders the extent of that 
total burden. 


In Fiscal 1979, Zale Corporation 
paid a total of approximately 
$58.4 million to federal, state, 
local, and other taxing 
authorities. This was broken 
down as follows: 


(Millions of $) 


Federal Income Taxes 

$27.8 

State and Local Taxes 

18.0 

Payroll Taxes 

12.1 

All Other Taxes 

.5 

Total Taxes Paid 

$58.4 


Also, Zale Corporation acted 
as a collecting agent for 
governmental taxing authorities 
for approximately $74.8 million 
more from employees’ 
withholding taxes, sales taxes, 
and other sources. This amount 
was divided as follows: 


(Millions of $> 


FICA and Federal 
Employee 

Withholding Taxes $36.7 

Sales and Use Taxes 35.2 

Local Taxes 2.9 

Total Taxes Collected $74.8 


Thus, in Fiscal 1979 a total of 
approximately $133.2 million in 
taxes was either paid or 
collected by Zale Corporation. 
By comparison, this is an 
amount equal to more than 
three times the net earnings of 
the Company for the fiscal year. 
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Zale's Sporting Goods Division took a 
new merchandising direction in Fiscal 
1979 to appeal to contemporary life¬ 
styles. Below: Traditional timepieces 
continued to enjoy customer appeal at 
retail jewelry outlets. 


The Skillern Drug Division consolidat¬ 
ed its position as a major competitive 
force in the Southwestern U.S. drug 
industry. 


Despite predictions by 
some economists that an 
economic slowdown may not be 
too distant, Zale Corporation 
has not experienced any 
diminishment of consumer 
demand for jewelry goods or 
our other lines of specialty 
merchandise. 


One reason for this may be in 
the nature of the goods we sell. 
Our primary customer base for 
jewelry merchandise is the 
middle to upper-middle income 
consumer. Even during 
recessionary periods, 
upper-income consumers 
generally are not required to 
exercise excessive spending 
disciplines. And the nature of 
jewelry merchandise is such 
that it is a luxury item offered 
at different price levels, 
which gives middle-income 
consumers alternative luxury 
buying options during periods of 
economic contraction. 


As retailers, we must be 
cautious about the prospects 
of a recession at some point in 
the future. Accordingly, in the 
last half of Fiscal 1979 Zale 
Corporation began preparing for 
that possibility by restricting 
inventory accumulation. 

Nevertheless, we do believe 
that orderly economic growth is 
possible and that the impact of a 
slowdown can be mitigated with 
proper fiscal restraints by the 
federal government to permit 
optimum activity within the 
free-market system. 
Consequently, we are planning 
to continue achieving the 
growth patterns we have 
experienced in the past. 


Consumer demand for diamond goods 
remained exceptionally strong in Fis¬ 
cal 1979. One encouraging develop¬ 
ment was a stabilization of diamond 
prices in the last half of the fiscal year. 


Development, was promoted to 
Senior Vice President/ 
Administration. Dolph B. H. 
Simon joined the Corporation as 
Vice President and Acting 
General Counsel from the 
Dallas law firm of Tobolowsky 
and Schlinger. On March 1, 

1979, Mr. Simon was elected to 
the additional post of Secretary. 
William H. Pavony, formerly Vice 
President and Controller of 
Purolator, Inc., was appointed 
Vice President and Treasurer. 
Dean Liles joined the 
Corporation as Vice President/ 
Management Information 
Systems, from the IBM 
Corporation. 
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Zales Jewelers ended the fiscal year 
with a total of 722 stores in 48 states 
and Puerto Rico, an increase of 30 
stores more than at the end of the 1978 
Fiscal Year. 


Shopping for fine jewelry at Zell Bros. 
Jewelers in Vancouver, Washington, a 
unit of Zale’s Fine Jewelers Guild Divi¬ 
sion. Below: O. G. Wilson s Jewelers 
and Distributors, the 12-unit Catalog 
Division of Zale Corporation. 


A Leased Jewelry Division operation at 
Dillard s. The Leased Jewelry Division 
is aggressively exploring new oppor¬ 
tunities with department stores and 
their affiliates. 



Leased Jewelry Division: 


As noted in the Overview of 
Operations, in Fiscal 1979 the 
Leased Jewelry Division 
completed its plan to decrease 
involvement in the discount- 
store market and to increase 
involvement with department 
stores. 


Zale Jewelers Division: 


Fine Jewelers Guild Division: 


A network of related activities 
from diamond acquisition 
through jewelry manufacturing 
to retail distribution enabled 
Zale Corporation to continue to 
meet strong consumer demand 
for jewelry and precious 
gemstones in Fiscal 1979. 


The flagship division of the 
Corporation continued to 
benefit from marketing and 
merchandising strategies aimed 
at fulfilling demand for fashion 
jewelry among middle and 
upper-middle income 
consumers. 

Diamond goods maintained a 
wide popularity. Also especially 
strong was consumer demand 
for gold fashion accessories, 
particularly 14-karat and 
18-karat chain goods. 

At fiscal year's end on March 
31,1979, the Zale Jewelers 
Division operated 722 stores in 
48 states and Puerto Rico. 
During the year the Division 
opened 59 outlets and closed 
29, for a net increase of 30 
additional stores. In Fiscal 
1980, the Zale Jewelers 
Division plans to open 57 
new outlets. 


The Fine Jewelers Guild 
Division also continued to grow 


in Fiscal 1979, through both 
internal expansion and external 
acquisition. 

Historically, the Fine Jewelers 
Guild Division has expanded by 
acquiring an operation with a 
reputation for providing quality 
merchandise and service in a 
particular community, then 
expanding in that market under 
the acquired name. This has 
proven to be a very successful 
strategy over the years, and the 
Fine Jewelers Guild Division is 
always alert to acquisition 
opportunities of this nature. 

In Fiscal 1979, the Division 
expanded for the first time into 
the Little Rock, Arkansas, 
market with the acquisition of 
the three-store Stifft's chain, 
which operates an outlet in San 
Antonio, Texas, in addition to 
two Little Rock stores. As of 
March 31,1979, the Fine 
Jewelers Guild Division 
operated a total of 261 outlets in 
37 states and Guam, or 16 more 
than the Division operated on 
March 31,1978. In Fiscal 1980, 
the Fine Jewelers Guild Division 
plans to open a total of 18 
new stores. 

Guild stores cater to 
upper-middle and upper-income 
consumers. The typical Fine 
Jewelers Guild store is 
merchandised with high-quality 


gold and diamond goods, 
timepieces, and fine crystal and 
chinaware, and usually is able 
to provide customized services 
for discriminating buyers. 


During the year, the Leased 
Division closed 84 outlets in 
discount stores and opened 
32 department-store outlets. 
Most of the discount-store 
departments closed were in 
Wooico stores. The Division 
made a significant entry into 
the department-store 
market through the Dillard's 
Department Stores chain of 42 
stores in the Southwestern 
United States. As of March 31, 
Zale s Leased Jewelry Division 
operated jewelry departments in 
25 Dillard's stores, and plans to 
open 12 more Dillard s jewelry 
units in Fiscal 1980. 


For the 1980 Fiscal Year, the 
Leased Jewelry Division plans 
to open a total of 16 new outlets, 
and will be aggressive in 
exploring new opportunities 
with department stores and 
their affiliates. 



The importance of Zale’s international 
diamond operation lies in the benefits 
it provides in the critical area of dia¬ 
mond acquisition. 


Diamond cutting, polishing, and proc¬ 
essing operations and jewelry manu¬ 
facturing activities expanded signifi¬ 
cantly during the year. 


Consumer demand for gold fashion 
accessories continued to grow, espe¬ 
cially for 14-karat and 18-karat chain 
goods. 



Catalog Division: 


Catalog Division operates 12 
showrooms in six states under 
the O. G. Wilson’s Jewelers 
and Distributors name. These 
stores stress quality jewelry 
merchandise offered at 
competitive catalog-store 
prices, as well as a broad line of 
other goods. 

In Fiscal 1979, the Catalog 
Division opened in Louisville, 
Kentucky, a new 60,000-sq.-ft. 
store near a regional shopping 
mall. This store is intended to be 
a direction for further expansion 
by the Division, and in Fiscal 
1980 O. G. Wilson’s will open 
another such outlet in Aurora, 
Colorado. 


International Operations: 


Corporation’s international 
jewelry operations embrace 
both retail and wholesale 
activities. 

Expansion in the international 
retail marketplace is one of the 
Company’s major long-term 
objectives. Accordingly, in 
Fiscal 1979 Zale’s retail jewelry 
operations in the United 
Kingdom expanded by nine 
outlets to a total of 51 stores. 

The importance of Zale’s 
international diamond operation 
lies in the benefits it provides in 
the critical area of diamond 
acquisition. 


Because Zale purchases rough 
diamond goods directly from the 
Central Selling Organization, 
the marketing unit of DeBeers 
Consolidated Mines, we are 
assured of a steady supply of 
rough diamonds regardless of 
events in the middleman 
market. 

One operation that has grown 
from our diamond acquisition 
activity has been to develop a 
wholesale business in the 
international market. This is 
because stones purchased in 
bulk usually include some 
goods that cannot be adapted 
for Zale's particular retail uses. 
International wholesale volume 
increased dramatically in Fiscal 
1979 due to the premium 
attached to diamonds as a 
hedge against inflation by 
investors throughout the world. 


Jewelry Manufacturing: 


middle position in Zale’s 
framework of integrated 
activities is occupied by our 
jewelry manufacturing capacity. 

With diamond cutting and 
polishing operations and jewelry 
manufacturing capabilities in 
Puerto Rico, and contractual 
diamond cutting, polishing, and 
processing operations in New 
York City and several overseas 
locations, Zale Corporation is in 
a position to fill a significant 


portion of the jewelry supply 
requirements of our 1,100-plus 
retail jewelry outlets. 

In Fiscal 1979, employment in 
the jewelry manufacturing plant 
and diamond cutting operation 
in Puerto Rico was expanded 
substantially, quality control 
procedures were improved to 
add even greater guarantees of 
product excellence, and dollar 
volume output of the Puerto 
Rico manufacturing plant 
increased substantially. 


Personnel: 


Major personnel 
assignments made in the 
Jewelry Group in Fiscal 1979 
were led by the promotion of 
Barry Martin from President of 
the Leased Jewelry Division to 
the new corporate position of 
Senior Vice President, with 
operating responsibility for the 
Catalog and Leased Jewelry 
Divisions and Canadian 
operations. Mr. Martin was 
succeeded as President of the 
Leased Jewelry Division by 
Glenn Bailey, who previously 
was Executive Vice President 
of the Division. In the 
New York office, Mark 


Kupperhlatt was promoted 
from Senior Vice President to 
Executive Vice President of the 
New York jewelry distribution 
center. 







The Footwear Group has an ambitious 
expansion program for Fiscal 1980, 
with a total of 39 outlets scheduled to 
be opened. 


One of Butler’s major strengths is a 
merchandising program that antici¬ 
pates the rapid changes in women’s 
and children’s fashion footwear. 


Initial results of the “Hot Feet” stores 
experiment on the West Coast have 
been encouraging, and If justified by 
additional test-market performance 
this year, the “Hot Feet” concept will 
be expanded on a national basis. 





Footwear taroup 


Easter is the most important 
sales season for the fashion 
footwear industry. ForZale 
Corporation’s Butler and 
Self-Service Shoe Divisions, the 
Easter selling season accounts 
for as much as five per cent of 
additional annual volume. 

Consequently, the coincidence 
of calendar that put two Easters 
in our 1978 Fiscal Year also 
meant that in Fiscal 1979 the 
Footwear Group would have an 
unusually high benchmark to 
reach without the benefit of an 
Easter sales season. 

It was especially gratifying, 
then, that the Footwear Group 
recorded a 5.3 per cent volume 
increase in Fiscal 1979, 
compared with Fiscal 1978. 
However, the absence of an 
Easter sales season was 
reflected in the Group’s profit for 
the year, with net earnings of the 
Footwear Group essentially flat 
in Fiscal 1979 compared with 
Fiscal 1978. This is because the 
Easter selling season generates 
high incremental profits, with 
volume gains greatly exceeding 
additional expenses required to 
support the increase in sales. 

A major factor that contributed 
to Footwear sales growth was a 
merchandising program that 
anticipated changes in fashion 
styling for women’s footwear 


In Fiscal 1979, the Butler 
Division also expanded its West 
Coast "Hot Feet" stores 
experiment by four outlets to a 
total of six stores, and has plans 
to open 15 more “Hot Feet" 
stores, some on the East Coast, 
in Fiscal 1980. This operation 
involves high-fashion, 
boutique-style stores carrying 
higher-priced branded 
merchandise for middle and 
upper-middle income 
consumers of women's fashion 
footwear. Initial results of the 
“Hot Feet” operation have been 
encouraging, and if justified 
by additional test-market 
performance the "Hot Feet" 
concept will be expanded on a 
national basis. 


For Fiscal 1980, the Footwear 
Group has an aggressive 
expansion program planned, 
with a total of 39 outlets 
scheduled to be opened. The 
Footwear Group currently 
operates in 32 states and 
Puerto Rico, and this year will 
expand into two states that will 
be new markets for the Zale 
Footwear operation. At the end 
of the 1979 Fiscal Year, the 
Footwear Group operated a 
total of 359 Butler stores and 45 
Self-Service footwear outlets. 


from boots to dressier styles. 
As a result, the Butler and 
Self-Service stores were 
stocked with the more current 
styles as fashion trends 
changed. 


Another experimental program 
planned by the Footwear Group 
for Fiscal 1980 will involve test 
marketing of a strip-center self 
service store on the East Coast. 
If successful, this program is 
expected to provide another 
area for future expansion by 
the Group. 







The Skillern Drug Division expanded 
its operations outside the state of 
Texas for the first time in Fiscal 1979. 


The Sporting Goods Division mer¬ 
chandising objective is to acquire an 
identity that will appeal to the upscale 
customers who shop at Cullum & 
Boren, H. Cook, Zinik's, and Honsport. 
Below: A “Serious Runner s Shop.” 


Skillern’s Aeroptex newsstand and gift 
shop operation at the Dallas/Fort 
Worth Regional Airport will expand 
this year into a new downtown apart¬ 
ment and hotel complex in Dallas. 



Jewelry and footwear 
operations have provided the 
major foundation for Zale 
Corporation’s emergence as a 
leading specialty retailer. Zale 
Corporation’s Drug and General 
Merchandise retailing lines also 
provide additional opportunities 
for future growth and 
expansion. 

Acquisition of 

the Gunning-Casteel chain of 22 
drug stores in the El Paso, West 
Texas, and New Mexico market 
areas was a highlight of the 
Skillern Drug Division’s 1979 
Fiscal Year. 

An expansion strategy of the 
Drug Division is to acquire 
companies that are prominent 
in the markets in which they 
operate, a position occupied by 
Gunning-Casteel. 

Also, with five stores in New 
Mexico, the Gunning-Casteel 
acquisition expanded the 
Skillern operation outside the 
state of Texas for the first time, 
and Skillern’s is now the second 
largest drug store chain in the 
Southwestern United States. 

Management of the Skillern 
Drug 1 


Department Store Co., where 
he was Vice President and 
General Merchandise Manager 
of the Venture Stores Division. 
He brings to his new position 20 
years of experience in the retail 
industry at all levels, and 
in-depth merchandising 
experience. 

At fiscal year’s end on March 
31,1979, the Skillern Division 
operated a total of 157 outlets. 
Of these, 143 were drug stores, 
and 14 were newsstands and 
gift shops at the Dallas/Fort 
Worth Regional Airport. In 
Fiscal 1980, the Skillern Drug 
Division plans to open a total of 
eight new outlets. One of these 
will be a newsstand and gift 
shop at a new apartment and 
hotel complex in downtown 
Dallas, which will mark the first 
expansion of the Aeroplex 
newsstand and gift shop 
operation outside of airport 
facilities. 


Sporting Goods Division: 


In Fiscal 1979, the Sporting 
Goods Division took a new 
merchandising direction to 
appeal to contemporary 
lifestyles for leisure-time 
is 


Honsport stores. That identity 
is reflected in boutique-style 
displays that stress particular 
sporting activities — jogging, 
tennis, racquetball, soccer, and 
so on — within the larger context 
of a full-line sporting goods 
store. 

Strengthening of divisional 
management also was a 
high-priority matter in the 
Sporting Goods Division. During 
the year, three new vice 
presidents were added to instill 
new controls and directions in 
the areas of store operations, 
merchandising, and finance. 

The Sporting Goods Division 
also completed plans in Fiscal 
1979 for a major expansion 
program in Fiscal 1980. One 
critical strategy of the Sporting 
Goods Division is to achieve 
prominence in the markets in 
which it chooses to operate. 
Thus, in Fiscal 1980 the 
Sporting Goods Division plans 
to open at least five new stores 
in markets where the Division 
already possesses a high 
visibility. 


late in the 1979 Fiscal Year 
with the appointment of Dean 
Groussman as President of the 
Division. Mr. Groussman joined 
the Corporation from the May 


to acquire a distinctive 
merchandising identity that 
will appeal to the upscale 
customers who shop at Cullum 
& Boren, H. Cook, Zinik’s, and 
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One highlight of the 1979 Fiscal Year 
was the sale of Zale Corporation’s 
headquarters office building and adja¬ 
cent properties in Dallas to the John 
Hancock Mutual Life Insurance Co. for 
approximately $38.2 million. 


The new Zale Day Care center for pre¬ 
school children of corporate head¬ 
quarters personnel is financially self- 
sustaining and provides day care re¬ 
quirements for 60 pre-school children 
and 18 infants. 


“Gemprint” machines donated by Zale 
Corp. to police departments in Dallas 
and Denver use laser photography to 
record the unique internal facets of a 
diamond. 



In addition to the customary 
operating highlights, a number 
of other significant events 
occurred at Zale Corporation 
during the 1979 Fiscal Year. 

A dream that 
began almost a decade ago was 
fulfilled on January 19,1979, 
with the dedication of the Zale 
Day Care Center for pre¬ 
school children of corporate 
headquarters personnel. The 
fully operative and accredited 
center is professionally staffed, 
financially self-sustaining, and 
provides day care requirements 
for 60 pre-school children and 
18 infants. It was constructed 
at a cost of approximately 
$185,000, and has received 
considerable attention in the 
Dallas area as a model for 
serving the day-care needs of 
single working parents or 
families with two working 
parents and pre-school 
children. 


Insurance Operations: 


As a 

result of Zale Corporation’s 
broad activities engaging 
people and property, the 
company has developed two 
insurance companies — Zale 
Indemnity Company, which is 
licensed to write all lines of 
property and casualty 
insurance, and Zale Life 
Insurance Company. These 
two companies operate on a 


calendar year basis rather than 
a fiscal year that coincides with 
the Corporation’s fiscal year. In 
Calendar Year 1978, the two 
insurance operations wrote 
premiums totaling $12.7 million, 
an increase of 112 per cent over 
the $6 million in premiums 
written in Calendar 1977. 


Law Enforcement Assistance: 


Two years ago Zale Corporation 
established a new program to 
help law enforcement agencies 
in the identification of stolen 
jewelry that has been recovered. 

The assistance took the form 
of special seminars for police 
officers conducted by Zale 
Corporation personnel trained 
in gemology. In Fiscal 1979, the 
Company conducted 20 such 
seminars, compared with 12 in 
the prior year. 

Another new law-enforcement 
assistance program involves a 
device known as a "Gemprint” 
machine, which through laser 
photography records the unique 
internal facets of a diamond. 

This new device in effect 
“fingerprints” precious 
diamonds, and provides a 
photographic record that can 
be used later for identification 
purposes if the gem is later lost, 
or stolen and subsequently 
recovered. In Fiscal 1979, Zale 
Corporation donated two of 


these machines to police 
departments in Dallas, Texas, 
and Denver, Colorado. 


Community Service: 


Zale 

Corporation recognizes 
community involvement as an 
important obligation and viable 
business objective. Accordingly, 
through its Corporate 
Contributions Committee in 
Fiscal 1979 Zale Corporation 
distributed funds to 292 
organizations in 31 states, and 
the Corporation made gifts to 
United Way campaigns in 
numerous communities 
throughout the U. S. And finally, 
the Company continued to 
make contributions in support of 
to the Zale Foundation, which is 
involved in a number of health 
and education projects in 
several states. 














David and Mallory 
Friedman of New York 
City: “You don’t buy 
gimmicky things that you 
see. I will buy something 
(in jewelry) that has a 
good stone, simple 
design, something that 
has been and will be 
good.” 


Custom-designed, 
hand-crafted ring with 
genuine canary diamond, 
offered in the 1978 
Bailey, Banks & Biddle 
Christmas catalog. 
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Specialty Retailing 

+ 

The New Consumer 


T hey are America’s new 
consumers — selective, 
discriminating, critical, 
and tough to please. 

"Like the television ad says, 
‘Nobody was ever sorry 
because he bought the best 
there was.’ I would rather buy a 
few good things than a lot of 
ordinary ones, ” says San 
Francisco marketing executive 
Bill Patterson, a 42-year-old 
connoisseur of fine wines who 
with his wife earns about 
$50,000 a year, has his clothes 
custom tailored, and drives a 
72-year-old Porsche which he 
claims is worth more now than 
when it was new. 

They don't necessarily want 
more products; keeping up with 
the Joneses isn’t important any 
more. They want better 
products. 

David Friedman, 39, and his 
wife Mallory of New York City 
have much more money for 
non-essential buying now that 
his investment consulting 
business has grown to the point 
that he earns more than 
$100,000 a year. “/ will wait and 
buy a good quality item,"says 
Mallory, who is 30. "I'd rather 
get something that will last 
forever. ” 

They are people whose 
lifestyles, incomes, and 
spending habits have been 
altered by changes in traditional 
family patterns and the 
emergence of women as a 
major component in the labor 
force. 

Linda Russell doesn’t have as 
much time for shopping as she 
had before she began working 


full time to support herself and 
two children after a divorce six 
years ago. “When I need to buy 
a wedding gift - crystal, or 
something else nice -1 just 
don’t have time to go 
wandering through a 
department store. I have to 
know what I want, and I’ll just 
go to Zales and get it, ” says the 
37-year-old Ms. Russell, who 
earns about $20,000 a year as 
government affairs director for 
a Dallas-area savings and loan 
association. 



They are people whose 
motivation to buy is often born 
of a desire to express their 
individuality, their uniqueness in 
a mobile, crowded society. 

“We like to shop for unusual 
things, things that our friends 
may not have," says S. Warren 
Jackson, a business consultant 
who earns more than $40,000 a 
year and lives with his wife, 
Michele, in a tastefully 
decorated apartment in 
Atlanta’s fashionable Colony 
Square area. ‘‘We’re willing to 
pay whatever is required to get 
the particular item we want." 


They are people whose 
shopping and spending habits 
have been changed by 
continuing inflation that erodes 
the purchasing power of middle- 
class wage earners. 

James Cottrill, 35, is a 
telephone repairman who earns 
under $25,000 a year and lives 
in a modest brick home in 
Okolona, Ky., a Louisville 
suburb, with his wife, Norine, 
and two sons. "We have to shop 
very carefully, ” says Norine, 
who is 32 and considering 
going back to work to 
supplement the family's 
income. “I’m really surprised 
when people tell me they don't 
know how much ground beef 
costs. ” 

I n short, they are people who 
bear many similarities in their 
attitudes toward spending 
and buying, despite differences 
in motivation, income, 
education, lifestyles, and 
geographic residence. They are 
consumers who pose unusual 
challenges and opportunities for 
the retailing industry in general 
and specialty retailers in 
particular as the nation moves 
into the 1980s. 

As the Yankelovich, Skelley and 
White research organization 
observed in an October 1978 
report on trends in consumer 
attitudes and retailing: 

"Specialty outlets should 
continue to tap into a wide 
range of social climate needs 
(because of the consumer's) 
willingness to spend money and 
effort for 'me' products... 
willingness to trade off price and 
selection to some extent for 






James and Norine 
Cottrill, with sons Jimmy 
and Chris, of Louisville: 
“We have to shop very 
carefully. I don’t know 
when I’ll find time to shop 
the way I want if I have to 
go back to work." 


Fishing is a favored 
leisure activity for the 
Cottrills. They shop for 
fishing gear and other 
recreational equipment 
atO. G. Wilson’s. 


14 


convenience and service... 
(and) continued elitism and 
‘new rich’ needs.” 

It is difficult to avoid using 
generalities to describe the 
influences that have shaped 
and are shaping the attitudes of 
the new American consumers. 
This is because the 
sociologists, psychologists, 
and economists who study 
consumer behavior must, by 
necessity, seek general 
explanations of the individual 
complexities that make up 
collective human behavior. 


B eneath these generalities, 
the more important of the 
broad influences can be 
measured statistically. For 
example: 

• Disposable personal income is 
rising, and people are saving 
relatively less money than in the 
past. According to the U. S. 
Department of Commerce, 
personal income grew 113 per 
cent between 1970 and 1978, 
from $801.3 billion to $1,708 
billion. In that same period, 



And so we are told by those who 
study consumers that spending 
habits are changing because 
of long-term growth trends in 
wealth and disposable income, 
and a collateral decline in 
personal savings... Because of 
a relative aging of the American 
population... Because of 
consumer acceptance of 
inflation as a continuing fact of 
iife... Because of the surge of 
women into the labor force... 
Because of new values that 
stress quality and individual 
fulfillment rather than quantity 
and conformity. 


personal expenditures rose 116 
per cent, from $635.4 billion to 
$1,374.9 billion, while savings 
as a per cent of disposable 
income dropped, from 7.4 to 5.3 
percent. 

• American society is beginning 
to show a few wrinkles and a 
touch of gray around the 
temples. The median age is 
rising, and by 1983 will be more 
than 30 years for both men and 
women, according to the Survey 
of Buying Power. By 1990, when 
the first members of the post- 
World War II “baby boom” reach 
age 45, fully 23 per cent of all 
Americans will be between the 
ages of 45 and 64, up four full 


percentage points from 1975’s 
19 per cent, says the U. S. 
Census Bureau. 

The post-war babies are now 
beginning to inch into their early 
30s, and they constitute a group 
CBS Radio research calls the 
“Super Consumers.” A recent 
research report by CBS notes: 

“They were born to middle-class 
values, which cultured their 
tastes and created a priority 
requirement for self-fulfillment 
through heavy consumption. 
They are accustomed to the 
finer things. Furthermore, their 
extremely high educational 
levels have led them to aspire to 
limitless goals — they buy for 
the fulfillment of NOW.” 

And what about their parents, 
aunts, uncles, and older 
brothers and sisters? 

These are the households in 
which the husband is often at 
his peak earning power; the wife 
may have returned to work; the 
children grown, gone, and 
raising their own families; and 
affluence more common than in 
the past. The Conference Board 
notes that 19 per cent of all 
U. S. families with the 
household head between 45 
and 64 years of age had 
incomes in excess of $25,000 in 
1975. By 1978, that percentage 
had climbed to 25, and the 
Conference Board estimates 
that it will be 40 per cent 
by 1985. 

This group, the Wall Street 
Journal noted recently, is“... 
more self-centered (as is the 
rest of society), willing to 
experiment, active, and leisure- 
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Kathy Forte of Santa 
Monica: “I spend a lot of 
money on wardrobe 
because I feel it’s 
important to look 
professional." 


oriented. This translates to a 
willingness to spend rather than 
invest or save spare cash.” 

• Finally there’s the impact of 
the numbers of women entering 
the labor force, an impact that 
some economists have 
described as an event as 
important in some ways as 
the Industrial Revolution. 


The U. S. government began 
keeping detailed statistics on 
female employment in 1890. 
Then, only about 18 per cent of 
all women of working age had a 
job or wanted one. This number 
rose gradually over the 
decades, and on the eve of 
World War II had reached 26 per 
cent. Then came the boom. With 
men serving in the armed 
forces, women took their places 
in factories, offices, and shops, 
and female employment rose to 
37 per cent during the war 
years. After the war, many of 
them returned to their homes 
but only for a short while, and by 
1956 the wartime peak had 
been surpassed. In 1970, 43 per 
cent of all women 16 or older 
were in the labor force. This 
rose to 47 per cent by 1977, and 
projections are that more than 
half of all women over age 16 
will be either working or looking 
for a job by 1 983, according to 
the Survey of Buying Power. 


Fashion footwear from 
Butler s: During the year, 
styles changed from 
boots to dressier 
fashions. 


T oday, women bring home 
paychecks that total an 
estimated $250 billion 
each year, according to a recent 
series in the Wall Street Journal. 
And this income is being used 
not only for food, clothing, and 
housing, but also for fashion 
goods and accessories they 
might not have been able to 


afford in pre-employment 
days. As Conference Board 
economist Fabian Linden 
observed in the Wall Street 
Journal, certain types of 
businesses may prosper from 
increased consumer spending 
by women. "Women who work 
tend to spend considerably 
more on their appearance than 
those who remain at home," 
Linden suggested. 

This is just some of the 
evidence that supports analysis 
of the influences that are 
re-shaping consumer spending 
patterns in America. There are 
statistics about others, too, that 
are having an effect. People are 
waiting longer to get married, 
which gives them more 
disposable income for a longer 
period of time before they 
assume the financial obligations 
of a family. Divorce rates 
continue to rise, the number of 
births continues to decline, the 
average household size 
becomes smaller, and thus do 
even more women go back to 
work. The work week shrinks 
through collective bargaining 
and experimentation with the 
four-day, 10-hour shift, and 
people have more leisure 


time to pursue hobbies and 
recreational activities. And so 
it goes. 

But statistics do not tell all of the 
story about the new American 
consumers and the challenges 
and opportunities they pose for 
specialty retailers. The new 
consumers themselves tell that 
story best. 

K athy Forte is 30, single, 
vivacious and witty, and 
has a graduate degree in 
American studies. She lives in 
Santa Monica, Calif., and is 
Director of Orientation for new 
students at the University of 
Southern California. 

Ms. Forte is engaged to be 
married, but she has no plans to 
change the career-oriented 
route she’s taken. “I just can't 
see myself becoming 



17 







S. Warren Jackson of 
Atlanta: “We’re willing to 
pay whatever is required 
to get the particular item 
we want.” 


Wedgwood Irish Crystal, 
hand-out, mouth-blown, 
full lead crystal, created 
in Galway, Ireland. The 
Killary Bell was offered 
during Christmas 1978 
for $40 at Fine Jewelers 
Guild stores. 
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economically dependent on 
another human being,” she 
says. She earns about $16,000 
a year. How does she spend? 

“Clothing is my number one 
area that I spend extra money 
on. I spend a lot of money on 
wardrobe because I feel it’s 
important to look professional.” 

When she shops, Ms. Forte 
says, "I try to be efficient. I don’t 
have a lot of time. I'll go scope 
out what’s available, and then I 
will sit and have lunch and think 
about everything I’ve seen and 
then go make my purchases. 
This usually takes a good 
solid day a month." And her 
purchases for non-essential 
products tend to reflect her 
individuality, Ms. Forte says, 
adding that she prefers to shop 
in a specialty-store atmosphere. 

Shopping the specialty stores is 
routine for Linda Russell, the 
Dallas-area savings and loan 
executive. That's because she 
doesn’t have time for social 
shopping now that she raises 
two active children as a single 
parent, works a full day, does 
extensive volunteer work with 
the American Diabetes 
Association, and is involved 
in politics. 

“Shopping isn’t fun any more,” 
Ms. Russell says. "I don’t buy 
clothes to wear shopping any 
longer. Shopping is business. If I 
want to get a basketball for my 
kids, or a soccer net, I’ll go to 
Cullum & Boren (a unit of Zale 
Corporation’s Sporting Goods 
Division). I might have to pay a 
little more, but I know they will 
have exactly what I want, that I 
won’t waste time, and that 



they’ll stand behind what they 
sell me.” 

Ms. Russell, like Ms. Forte, is 
meticulous about how she 
dresses, and says she uses 
fashion jewelry to change a 
workday outfit to more formal 
evening wear, thus saving 
money on the number of outfits 
she needs. “We don’t buy many 
things, but we carefully choose 
what we buy," Ms. Russell 
stresses. “I try to look more 
successful than fashionable. 

I want people to listen to me 
rather than look at me." 


earrings, or a bracelet, for my 
wife, for example. I spend that 
time looking for just what I want 
and nothing else. When I was a 
kid, people would get dressed 
up and we'd go into town and 
spend all day shopping. It was a 
social event.” 

M oney — the shrinking of 
its value because of 
inflation — is the 
dominant factor in determining 
the shopping habits and 


spending patterns of the 
Cottrillsof Louisville. 


T ime apparently is a major 
factor in determining 
shopping habits. Bill 
Patterson, the San Francisco 
marketing executive, and his 
wife Patricia, 33, an airline 
employee who adds about 
$20,000 to the family’s income, 
have time to pursue their hobby 
of sailing and time for vacations. 
Like Ms. Russell, though, 
Patterson generally goes 
shopping with a pre-conceived 
idea of what he wants to buy. 

“I’ll generally use my lunch hour 
if I’m shopping for something — 


Inflation has resulted in the 
Cottrills paying more for the 
basics — food, clothing, upkeep 
of their house, and fuel, says 
Mrs. Cottrill. The couple and 
their sons, Jimmy, 9, and Chris, 
5, enjoy fishing and own a 
fishing boat. But the impact of 
inflation on the family’s income 
has cut into recreational 
activities. 

It has also required that 
Mrs. Cottrill shop more carefully 
for non-essential goods as 
weii as for food and clothing. 
She says she does a lot of 
comparison shopping for such 
things as gifts, and finds the 
products she wants at the prices 
she seeks at discount stores 












Linda Russell of Dallas, 
with daughter Pamela 
and son Bill: “We don't 
buy many things, but we 
carefully choose what we 
buy.” 


and catalog showrooms. 

Mrs. Cottrill says she shops at 
O. G. Wilson’s, the catalog 
division of Zale Corporation, as 
much as three times a month for 
gifts — a wallet, fountain pen, or 
jewelry — small appliances, 
or fishing gear or other 
recreational equipment for her 
husband and sons. 


But Mrs. Cottrill is worried about 
the change that might affect her 
shopping and spending habits if 
she returns to the labor force to 
help give the family a better 
financial edge. She's worried 
that her shopping efficiency will 
be impaired, which would 
reduce the value of the 
additional income. “I don’t know 
when I’ll find the time to shop 
the way I want if I have to go 
back to work,” she says. 


On the opposite end of the new 
consumer axis from the Cottrills 
are the Friedmans of New York 
City. With a six-figure income, a 
34-foot French-built sloop, a 

12- cylinder Jaguar, an 
apartment in Manhattan, and a 

13- acre estate and home in 
Connecticut, David and Mallory 
Friedman cannot be called 
typical American consumers. 
They have more time and 
money for non-essential 
shopping. Yet in many of their 
attitudes they are very typical. 


Private-label products: 
One of the 

merchandising strengths 
of the Skillerns Drug 
operation. 
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Like the Cotrills, the Friedmans 
will avoid some purchases 
because of inflation. "We’re not 
running out and buying a car 
now because we’re going to 
save a couple of hundred 
dollars next year/’ says David 
Friedman. "We’re buying 
something because we really 
need it, or want it, or think we 


should have it. If it’s really 
outrageous, or if we feel that 
because of inflation something 
has been overpriced, we will 
probably pass on it and wait, 
thinking possibly the price will 
go down or we’ll do it some 
other way.” 

A nd, like the Cottrills, 

Ms. Russell, Bill 
{ Patterson, the Jacksons 
of Atlanta, and Ms. Forte, the 
Friedmans seek quality rather 
than quantity. "We try to buy 
things that are going to maintain 
their value over a long run,” 
says Mallory Friedman. "You 
don’t buy gimmicky things that 
you see. I didn’t want any King 
Tut jewelry, for example. I will 
buy something (in jewelry) that 
has a good stone, simple 
design, something that has 
been and will be good.” 

For jewelry and giftware, both 
David and Mallory Friedman 
have long shopped at Wiss & 



Lambert, a unit of Zale’s Fine 
Jewelers Guild Division. They 
both grew up in New Jersey, 
David in Newark and Mallory 
near Short Hills, and shopped at 
Wiss there as children with their 
parents. Now, in Manhattan, 
they shop at the Madison 
Avenue Wiss & Lambert store. 
"It’s a very good area, nearby all 
the other stores where I shop, 
which makes it very convenient 
to come in three or four times a 
year,” says Mallory Friedman. 
Her husband adds that he, too, 
shops for special items at Wiss 
& Lambert. "I do quite a bit of 
shopping without Mallory, 
mainly because it is for her. I like 
to surprise her.” 

So time, money, quality 
products, and service seem to 
be the critical influences that 
direct the shopping habits of the 
new consumers. And this is 
what creates the opportunities 
for specialty retailers, because 
these are the very strengths of 
specialty retailing. 

S pecialty shops are not 

intended for browsing or 
impulse buying beyond 
the areas of their specialties. 
They are shops that seek 
to accommodate the 
discriminating demands of 
buyers seeking particular types 
of goods. Because specialty 
retailers discipline themselves 
to a particular area of 
merchandising, they also are 
able to provide guarantees of 
product knowledge and quality, 
service, and competitive pricing. 

This is especially true for 
specialty retailers that have raw 
materials acquisition and 
manufacturing capabilities, as 







A seven-diamond trio 
wedding set, with her 
engagement and 
wedding rings and his 
band, offered in the Zales 
Jewelers 1978 Christmas 
Catalog at under $1,000. 
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Zale has in jewelry. Through 
centralized diamond acquisition 
and jewelry manufacturing, Zale 
is equipped to provide retail 
customers with the economic 
efficiencies of mass 
merchandising and the product 
expertise of a manufacturer. 

Furthermore, specialty shops 
generally require much less 
space for operations than 
general merchandise retailers 
or department stores. The 
average Zales jewelry store, for 
example, contains only about 
2,000 square feet of space, 
compared with the 200,000-plus 
that would be required by a 
department store in a large 
regional shopping mall. What 
this means is that specialty 
retailers generally have more 
flexibility in opening and closing 
stores to follow the shifting 
patterns of consumer 
demographics. And this is an 
advantage that may become 
increasingly more important as 
fuel prices rise and people may 
begin to restrict non-essential 
driving. 

A s one leading retail- 
industry financial 
i analyst — Margo 
Alexander of Paine Webber — 
observed recently at a 
roundtable on specialty retailing 
sponsored by the Wall Street 
Transcript: "There are ... certain 
subsectors of retailing that are 
high growth businesses for 
reasons having to do with 
geography, demographics, or 
new products. It is only the 
specialty retailers who are able 
to tap these high growth 
markets..." 

And there is evidence to support 



the thesis that specialty retailers 
are benefiting more from new 
consumer spending patterns 
than general merchandise 
retailers. 

For example, over the five-year 
period beginning in 1974, Zale 
Corporation had a compound 
annual growth rate in sales of 12 
per cent. This compares with: 

• An average compound volume 
growth rate of 10.4 per cent for 

10 department-store and chain- 
store companies over the same 
general period.* 

• A compound rate of sales 
growth of 9.5 per cent for 
all department stores, as 
measured by the U. S. 
Department of Commerce. 

• And a compound growth rate 
of 9.2 per cent for the total U. S. 
retail industry, as reported by 
the Commerce Department. 

But if the recent past has been 
prosperous for specialty 
retailers due to an awakening of 
new consumer attitudes in this 
nation, the future may be even 
brighter for retailers prepared to 
respond to the opportunities 
they face. This, certainly, is the 
view of Dr. Leonard Berry of 
the University of Virginia, an 
acknowledged authority on 


consumer behavior. In a 1978 
speech entitled, "Forcesfor 
Change and the New 
Consumer," delivered at a 
meeting of the American 
Association of Advertising 
Agencies, Dr. Berry concluded . 

"Tomorrow will not be an easy 
time for marketing people; it will 
not be a time for marketing 
complacency; it will not be a 
time for marketing dogma. 

.. America is well under way 
in the process of becoming 
something profoundly different 
than that which it has been. No, 
tomorrow will not be an easy 
time. But it will be a fascinating 
time. And it will be a particularly 
rewarding time for those who 
truly understand that the 
mission of business is to serve 
people, not to use them." 

"Sears, Montgomery Ward, J. C. 
Penney, K Mart, Woolworth, Allied, 
Associated Dry Goods, Carter-Hawley- 
Hale, Dayton Hudson, and Federated 
Department Stores, 





For the years ended March 31 


Operating Results 

J979 

1978 

1977 

1976 

1975 

Sales Growth (Year to Year Change) 

14.4% 

16.6% 

13.8% 

7.6% 

7.8% 

Gross Margin Percent 






(Sales Less Cost of Sales)’ 

33.6% 

33.2% 

35.9% 

35.7% 

36.6% 

Operating Expense Ratio 






(Percent of Sales) 

25.4% 

25.3% 

25.8% 

24.7% 

24.8% 

Return on Sales* 

4.8% 

3.6% 

4.9% 

5.4% 

5.0% 

Earnings Per Share* 

$3.21 

$2.11 

$2.48 

$2.44 

$2.11 

Asset Management 






Accounts Receivable Turnover 

2.1 

2.3 

2.4 

2.1 

2.4 

Inventory Turnover* 

1.9 

1.8 

1.7 

1.7 

1.6 

Capital Expenditures (in Millions) 

$25.3 

$14.9 

$20.8 

$17.4 

$15.5 

Long Term Debt (in Millions) 

$55.0 

$54.7 

$57.8 

$20.9 

$23.9 

Long Term Debt Percent to Total Capital 

13.0% 

13.8% 

15.1% 

6.4% 

7.8% 

Investment Performance 






Dividends Per Common Share 

$ .98 

$ .91 

$ .86 

$ .79 

$ .76 

Average Market Price 

17V 2 

15Y2 

16 

20 

131/4 

Average Yield 

5.6% 

5.9% 

5.4% 

3.9% 

5.7% 

Price/Earnings Ratio* 

5.5 

7.3 

6.5 

8.2 

6.3 

Return on Shareholders’ Investment* 

12.1% 

8.5% 

10.5% 

11.0% 

10.1% 


■Statistics tor Fiscal 1979 and 1978 are not comparable with prior years due to the Company's adoption of the last-in, (irst-out 
(LIFO) method of accounting for certain inventories. In addition, in Fiscal 1979. the Company sold its corporate office building 
(see Notes 2 and 3 to Consolidated Financial Statements). 


Zale Corporation's financial objectives are to produce quality earnings and a conservative balance 
sheet for our shareholders. We strive for balanced performance in three key areas: Operating Results, 
Asset Management, and Investment Performance. 


|| Sales growth maintained an acceptable rate of increase over an exceptionally 
strong year in Fiscal 1978. Gross margins and the operating expense ratio varied only slightly from 
prior years. Earnings per share increased dramatically, up 52.1 per cent from $2.11 in Fiscal 1978 to 
$3.21 in Fiscal 1979. Our return on sales improved substantially, from 3.6 per cent of each sales dollar 
to 4.8 per cent. The high quality of these earnings is underscored by the fact that they were achieved 
under the LIFO accounting method, and in Fiscal 1979 Zale Corporation’s LIFO return on sales 
regained levels reached in prior years under the first-in, first-out (FIFO) accounting method. 


Asset Management: 


Inventories are our most significant asset and, at March 31,1979, represented 
53 percent of total assets. Also, the extension of the LIFO accounting method this year to 
non-diamond jewelry and drug-store inventories means that now fully 77 per cent of all inventories are 
valued in this manner. The accounts receivable turnover rate remains within the traditional parameters 
of acceptable performance. Long-term debt remains relatively low in comparison with total capital. 


Investment Performance: 


The most striking improvement in this area was the rise in return on 
shareholders’ investment, from 8.5 percent in Fiscal 1978 to 12.1 per cent in Fiscal 1979. As with the 
return on sales, this is an especially significant improvement, since the Company now uses the LIFO 
accounting method for all jewelry and drug-store inventories. Also, the strength of performance in 
recent years permitted increasing the dividends paid per common share from $0.91 in Fiscal 1978 to 
$0.98 in Fiscal 1979, a level which maintained the traditional yield on invested capital. 


However, the other "key variables’’ under Investment Performance — average market price and 
price/earnings ratio — are subject to external factors that often ignore the strength of business 
performance. The vagaries of the stock market are frequently induced by an emotional perception of 
economic and political developments. In these instances, corporate managements have limited 
opportunity to influence the behavior of these variables. 

Nevertheless, Zale Corporation will continue to seek a fair market valuation of our stockholders' 
investment by openly communicating, on a timely basis, with the various publics which we serve, so 
that our total corporate performance can be objectively evaluated. We believe this is in the best 
interests of our shareholders, and represents the best ultimate approach to influencing the investment 
performance of our common stock in the marketplace. 









Sales and Earnings ($000 omitted) 


Sales 

Costs and Expenses: 

Cost of goods sold 
(including buying and 
occupancy expenses) 
Administrative, publicity and selling 
Interest 


600,856 

229,304 


527,939 

200.283 


434,712 

174,657 


383,368 

147,111 


351.016 

137,160 


1974 


$513,535 


328,611 

122,641 



839,558 

735.395 

615,116 

535,476 

497.316 

456,274 

Gain on Sale of 







Corporate Office Building 

10,549 

— 

— 

— 

_ 

_ 

Earnings from Continuing Operations 

Before Income Taxes 

Income Taxes 

75,455 

32,450 

55,161 

26,808 

62,711 

29,518 

60,326 

27,939 

56,297 

28,583 

57,261 

27,660 

Net Earnings from 

Continuing Operations 

Discontinued Operations, 
net of income tax effect 

43,005 

28,353 

33,193 

(5.292) 

32,387 

397 

27,714 

(1,574) 

29.601 

(791) 

Net Earnings 

$ 43,005 

$ 28,353 

$ 27,901 

$ 32.784 

$ 26.140 

$ 28,810 

Continuing operations 

Discontinued operations 

$3.21 

$2.11 

$2.48 

(.40) 

$2.44 

.03 

$2.11 

(.12) 

$2.27 

(.06) 

Net Earnings per Share 

$3.21 

$2.11 

$2.08 

$2.47 

$1.99 

$2.21 



Total Cash Dividends ($000 omitted) 
Dividends Per Share: 

Cash Dividends — 

Common 
Class B Common 
Series A Preferred 
Stock Dividends — Class B Common 
Common and Common Equivalent Shares 
Outstanding (000 omitted) 

Average balance 
At year-end 


Balance Sheet Information: 
($000 omitted) 


Working Capital 
Current Ratio 
Capital Expenditures 
Property, plant and equipment — net 
Shareholders’ Investment 
Book Value Per Share 
Percent Return on 
Shareholders’ Investment 




Stores, Employees, Shareholders: 


Number of stores 
Stores opened 
Stores closed 
Number of employees 
Contribution to Employee Profit Sharing 
Fund ($000 omitted) 

Number of Common Shareholders 


S 10.851 

$ 10,206 

$ 9,630 

$ 8,857 

$ 8,467 

$ 6,472 

$ .98 

$ .91 

$ .86 

$ .79 

$ .76 

$ .71 

$ .47 

$ .44 

$ .41 

$ .38 

$ .37 

_ 

$ .80 

$ .80 

$ .80 

$ .80 

$ .80 

$ .80 

1/36 

1/36 

1/36 

1/57 

1/56 

1/31 

13.400 

13,426 

13.358 

13,295 

13,128 

13,054 

13,375 

13,421 

13,442 

13,356 

13.187 

13,134 

$331,208 

$288,400 

$274,257 

$213,168 

$ 210,696 

$199,297 

2.9 

3.1 

3.2 

2.5 

2.5 

2.5 

$ 25,291 

$ 14,938 

$ 20.796 

$ 17,429 

$ 15,452 

$ 16,403 

$ 82,448 

$ 87,919 

$ 88.212 

$ 77,536 

$ 71,018 

$ 64.500 

$369,571 

$340,662 

$324,785 

$307,104 

$ 282,356 

$264,888 

$27.61 

$25.38 

$24.16 

$22.99 

$21.41 

$20.17 

12.1% 

8.5% 

10.5% 

11.0% 

10.1% 

11.6% 

1,704 

1,680 

1,645 

1.572 

1,504 

1,487 

175 

92 

221 

154 

145 

145 

151 

57 

148 

86 

128 

75 

18,200 

17,400 

17,100 

16,000 

15,600 

16,600 

$ 6,400 

$ 5,300 

$ 4,288 

$ 4,350 

$ 4,166 

$ 4,421 

11,415 

11,759 

12,294 

11,619 

11,171 

10,890 


Notes: 

A. In 1978. the Company changed its method of pricing substantially all diamond merchandise inventories from the first-in. first-out (FIFO) method to 
the last-in. first-out (LIFO) method. This change had the effect of reducing 1978 net earnings by $14,073,000 or $1.05 per share. In 1979. the 
Company adopted the LIFO method of pricing substantially atl other jewelry and drug merchandise inventories. This change had the effect of 
reducing 1979 net earnings by $1.846,000 or $.14 per share. 

B. In 1979, the Company sold its corporate office building (see Note 3 to Consolidated Financial Statements). 

C. See Note 5 to Consolidated Financial Statements for discussion of federal income taxes. 

D. Discontinued operations relate to the liquidation of the Levine Store Division in Fiscal 1977. 
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Management Discussion and Analysis of Summary of Operations 


The following paragraphs contain a comparative analysis of Zale’s financial and operating results for 
Fiscal 1979 compared with 1978, and for 1978 compared with 1977. 


Sales 


1979 vs. 1978 Sales for Fiscal 1979 reached a record $904,464,000, an increase of $113,908,000, or 
14.4%, over Fiscal 1978. Sales increases were led by the Jewelry segment with an increase of 19.7%, 
with Drug reporting a 13.2% increase and Footwear sales up by 5.3%. The General Merchandise 
segment reported a sales decrease of 3.2%. 

The Jewelry sales increase was primarily due to strong demand for gold fashion jewelry and diamond 
merchandise, higher retail prices and sales growth in existing stores. Drug sales were up due to the 
acquisition of the 22 store Gunning-Casteel chain in September, 1978, the addition of 5 new stores and 
sales increases in previously existing stores. Footwear sales growth was attributed to an aggressive 
marketing and merchandising program that successfully offset the lack of an Easter selling season in 
Fiscal 1979 versus two Easter selling seasons in Fiscal 1978. 

The sales decrease in General Merchandising was due to the net effect of the sale of the Home 
Furnishings division in October, 1978 and the resultant absence of such sales for the last six months of 
the fiscal year, which more than offset sales gains in the remainder of this segment. 

1978 vs. 1977 Sales for Fiscal 1978 increased by $112,729,000, or 16.5% over Fiscal 1977, with 
increases reported in all segments. 

Jewelry sales growth of 18.2% was attributable to the same factors which continued in Fiscal 1979, as 
well as the addition of 31 new stores. Footwear sales growth of 19.3% resulted from the combined 
impact of strong volume in new fashion trend footwear, slightly higher retail prices, the addition of 55 
retail shoe stores purchased in August, 1976 and the two Easter selling seasons that fell in Fiscal 
1978. The 14.5% increase in Drug sales was due to the opening of 11 new stores, increased 
promotional activity and intensified merchandising. General Merchandise sales increased by 7.1%, 
with growth reflected in all divisions. 


Costs and Expenses 


1979 vs. 1978 Costs and expenses declined as a percent of sales by .2% from the previous year. This 
cost reduction was primarily the result of a decrease in cost of goods sold of .3% of sales, offset by an 
increase of .1 % of sales in interest expense. The reduced cost of goods sold was primarily due to the 
improved sales mix of the more profitable Jewelry segment (contributing .7% of sales), partially offset 
by the adoption of the last-in, first-out (LIFO) method of accounting for drug and certain other jewelry 
inventories in Fiscal 1979 (increasing costs by .4% of sales). The increase in interest expense was 
attributable to higher average short term borrowings at higher average interest rates. 

1978 vs. 1977 Costs and expenses increased as a percent of sales by 2.3% versus the prior year. This 
increase was the net effect of the adoption of the LIFO method of accounting for diamond merchandise 
in 1978, which increased cost of goods sold by 3.5% of sales and higher interest expenses, offset in 
part by higher store markups, lower buying and occupancy expenses and reduced administrative, 
publicity and selling expenses. 

































Return on Shareholders 1 
Investment 


Book Value Per Share 


Dividends Per Common Share 



Fiscal 75 76 77 78 79 


Fiscal 75 76 77 78 79 


Fiscal 75 76 77 78 79 




Gain on Sale of Corporate Office Building 


In March, 1979, the Company sold its corporate office building and certain other adjacent properties, 
as more fully described in Note 3 to the Consolidated Financial Statements. 


1979 vs. 1978 The Company’s effective tax rate decreased from 48.6% in Fiscal 1978 to 43.0% of 
pretax earnings in Fiscal 1979. This decrease was primarily attributable to increased tax exempt 
income from Puerto Rican subsidiaries, the effect of the lower capital gains tax rate on the sale of the 
corporate office building referred to above, and the decrease in the federal statutory tax rate. The 
provision for income taxes increased by $5,600,000 for 1979 versus 1978 as a result of substantially 


higher pretax earnings. 


1978 vs. 1977 The increase in the effective tax rate from 47.1% for Fiscal 1977 to 48.6% for Fiscal 
1978 was due to a higher effective tax rate on foreign operations. 


Discontinued Operations 


During the fourth quarter of Fiscal 1977, the Company discontinued the operations of the Levine 
division. This division had been engaged in budget fashion merchandising through 103 retail stores. 


Net Earnings and Earnings Per Share 


1979 vs. 1978 Net earnings for Fiscal 1979 increased by 51.7% from the previous year to $43,005,000, 
and earnings per share reached $3.21, the highest in Zale’s history. While net earnings benefited from 
the gain on the sale of the corporate office building, the major factor in this performance was the 
continuing strong growth of Zale’s jewelry operations. 


1978 vs. 1977 Net earnings for Fiscal 1978 were up by 1.6% over the prior year to $28,353,000, and 
earnings per share increased to $2.11. While Fiscal 1977 net earnings were reduced by $5,292,000 
due to the discontinued operations of the Levine division referred to above, Fiscal 1978 earnings were 
reduced by $14,073,000 due to a change to the LIFO accounting method for substantially all diamond 
inventories. Excluding these factors. Fiscal 1978’s net earnings would have been substantially 
higher, primarily attributable to the strong growth of both jewelry and footwear operations. 
































Quarterly Results (Unaudited) 




(in thousands except 

per share amounts) First Quarter Second Quarter Third Quarter Fourth Quarter 


Sales 

Cost of Goods Sold 

Net Earnings (Loss) 

Net Earnings (Loss) per Share 

1979 

$188,245 
$121,549 
$ 8,100 
$ .60 

1978 

168,117 

113,677 

4,176 

.31 

1979 

195,659 

135,317 

2,746 

.20 

1978 

164,585 

113,186 

1,880 

.14 

1979 

347,738 

216,471 

29,349 

2.20 

1978 

305,990 

196,060 

22,563 

1.68 

1979 

172,822 

127,519 

2,810 

.21 

1978 

151,864 

105,016 

(266) 

(02) 

Dividends per Common Share 

s 

.23 

.22 

.25 

.23 

.25 

.23 

.25 

.23 

Dividends per Share of Series A 
Preferred 

s 

.20 

.20 

.20 

.20 

.20 

.20 

.20 

.20 

Market Price of Common 

Shares 

High 

$ 

I 8 V 4 

16V8 

21 7 /8 

15 7 /s 

19% 

17Y4 

171/2 

163/4 

Low 

s 

I 6 V 4 

12 7 /e 

16Vs 

13 7 /s 

15V2 

151/4 

15V 2 

14% 

Market Price of Series A 

Preferred Shares 

High 

$ 

14V 2 

13V2 

17 

123/4 

153/8 

131/2 

131/2 

1314 

Low 

s 

12% 

113/4 

13 

IIV2 

12V2 

11 

12V2 

12Y2 


Note A. During Fiscal 1978, the Company adopted the last-in, first-out (LIFO) method of accounting for substantially all diamond inventories. In the 

fourth quarter of Fiscal 1979, the Company retroactively adopted the LIFO method of pricing substantially all other jewelry and drug inventories 
as described in Note 2 to the Consolidated Financial Statements. This change in accounting method reduced Fiscal 1979 Net Earnings by $1.8 
million or $. 14 per share. 


Cost of goods sold, net earnings, and net earnings per share for Fiscal 1979 as shown in the above summary have been restated to reflect the 
change to the LIFO method of inventory pricing for these merchandise inventories as shown below: 


Cost of Goods Sold: 

As Previously Reported 
As Restated 
Net Earnings: 

As Previously Reported 
As Restated 
Net Earnings per Share: 
As Previously Reported 
As Restated 


First Quarter Second Quarter 


Third Quarter 


$120,836 

$134,636 

$215,132 

121,549 

135,317 

216,471 

$ 8,489 

$ 3,117 

$ 30,080 

8,100 

2,746 

29,349 

$ .63 

$ .23 

$ 2.25 

.60 

.20 

2.20 


Note B. During the year, the LIFO provision must be based upon various assumptions, including projected year-end inventory levels, annual gross 

margins and annualized inflation rates. As a result of differences between the actual year-end LIFO calculation and previous estimates, cost of 
goods sold was increased approximately $3,000,000 in the fourth quarter of 1979 and net earnings were reduced by approximately 
$1,600,000. or $. 12 per share. 

During the year, the Company calculates the interim tax provision using an estimated annual effective tax rate. As a result of differences 
between the actual year-end effective rate and that previously estimated, net earnings in the fourth quarter were increased approximately 
$1,600,000 or $. 12 per share. 

Note C. In the fourth quarter of Fiscal 1979, the Company sold its corporate office building which resulted in an increase in net earnings of $7,592,000 
or $.57 per share (See Note 3 to the Consolidated Financial Statements). 

Note D. In the fourth quarter of Fiscal 1979, the Company adopted a fully vested vacation and holiday plan. This resulted in a charge to net earnings of 
$3,207,000 or $.24 per share. 

Note E. In 1979, Class B Common Shareholders were paid a cash dividend of 47 cents per share plus a stock dividend of one new Class B share for 

every 36 shares owned, and in 1978, were paid a cash dividend of 44 cents per share plus a stock dividend of one new Class B share for every 
36 shares owned. 
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Summary of Business Segment Information 


The activities of the Company are conducted primarily in the United States and consist of retail 
operations in the jewelry, footwear, drug and general merchandise business segments. 


The Company's business segments are composed of the following divisions: 

Jewelry — Zale Jewelers, Fine Jewelers Guild, Leased Jewelry, Catalog, Ross Watch Case 
International Diamond and Zale Jewellers Ltd. (United Kingdom) Divisions 
Footwear — Butler and Self Service Shoe Divisions 
Drug — Skillern Drug Division 

General Merchandise — Sporting Goods, Home Furnishings and Sugerman Divisions. 


Corporate assets consist primarily of cash, notes receivable, the corporate office building related 
furnishings and computer equipment. In 1979, the Company sold its corporate office building (see 
Note 3 to the Consolidated Financial Statements). a v 


The only classes of similar products sold by the Company which contribute in excess of 10% of total 
sales are footwear and jewelry items as indicated below. While the Skillern Drug Division sales 

f h C a C0 ^l f °? p P r0X,mately 12% ' 14% of total sales> no class of similar drug products accounts for more 
man i u% of sales. 



Business segment data for the five fiscal years ended March 31 is shown below: 
(amounts in thousands) 1979 1978 1977 


Jewelry 
Footwear 
Drug (Note C) 

General Merchandise (Note D) 




1976 


(Note A) 
$581,318 
123,089 
126,257 
73,800 


(Note B) 
$485,778 
116,927 
111,568 
76,283 


$411,156 

98,001 

97,445 

71,225 


$359,832 

80,487 

86,830 

68,653 


$904,464 


1975 


$332,828 

76,863 

76,092 

67,830 


790,556 $677,827 $595,802 $553,613 


Jewelry 
Footwear 
Drug (Note C) 

General Merchandise (Note D) 


Interest expense 
Gain on sale of corporate office 
building 

Unallocated corporate expenses 


Assets: 


S 80,932 
15.486 
543 
(788) 

$ 61,820 
15,696 
2,462 
1,163 

$ 65,938 

11,499 
4,659 
2,949 

$ 62,435 
8,580 
4,552 
2,934 

$ 62,219 
7,349 
4,101 
1.434 

96,173 

(9,398) 

81,141 

(7.173) 

85.045 

(5,747) 

78,501 

(4,997) 

75,103 

(9,140) 

10,549 

(21,869) 

(18,807) 

(16,587) 

(13,178) 

(9,666) 

S 75,455 

$ 55,161 

$ 62,711 

$ 60,326 

$ 56,297 



Jewelry 
Footwear 
Drug (Note C) 

General Merchandise (Note D) 
Corporate 


$450,352 

47,850 

38,393 

25,589 

47,682 


$388,039 

41,382 

33,714 

35,387 

35,644 


$359,584 

36,669 

31,183 

38,263 

40,653 


$324,935 

27,824 

24,716 

38,684 

55,096 


$311,180 

27,243 

22,064 

37,525 

52,746 


$609,866 $534,166 $506,352 $471,255 $450,758 


Notes: 

A. Operating profit and assets of the Jewelry and Drug Segments at March 31,1979, reflect the change in pricinq certain 
S r .ur:“rr and,s f ,,om lhe FIF010 UF0 ™ tr “>d This change had me elflel of reducing operating 

CIS RrriilL*) $1 ■ 379 ' 00 ° ,0r "" and Se9ma *- reSD “ ,iTOlF < S “ 

B ' SSmi ^ aSS6,S ° f ,he J , ewelry Se 9 rnent at March 31.1978, reflect the change in pricing of substantially all 

ri° nd , “ nd,Se J nV r ,0rieS ,r0m ,he RF010 LIF0 me,hod This cf1an 9 e had the effect of reducing operating profit and 
C 1 Q 7 A Th ?> se ,nven,ones by $27,379,000 (See Note 2 to Consolidated Financial Statements) 

i b h 978 ; the Com Pany acquired Gunnmg-Casteel. Incorporated, a 22-store retail drug chain located in El Paso 
T e f ®; n ® xcha ^9e for approximately 105.000 shares of the Company’s common stock having a fair value thal approximated 
the fa. value of the net assets acquired. Sales and net earnings of the purchased company aro not materia to the 
Consolidated F.nancial Statements of the Company. v y maienai to tne 


tKr, irv, lAntAr.. 
MIC? 111 VV?I KWI y , 


D. unrinn Qrtnhor 1 Q7Q fho rnmncmv, 

_ . ’ •'-•''.‘'•v vw.. r u, l; 


p,' • T" ' wv... r «.,y uiu iitvciituiy , i uuc/ivuuico at iu ooPtain Other SSS 0 tS Of the Hon 

F n^fkf t° SS of ( a PP roxln l ate| y $700,000. Sales and net earnings of this division were not material to the ConsoWated 
Financial Statements of the Company during Fiscal 1979 and 1978. consolidated 
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Report of Independent Public Accountants 






To the Board of Directors and Shareholders of Zale Corporation: 

We have examined the consolidated balance sheets of Zale Corporation (a Texas Corporation) and 
subsidiaries as of March 31,1979 and 1978, and the related consolidated statements of earnings, 
shareholders’ investment, and changes in financial position for the years then ended. Our 
examinations were made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

As described in Note 5, the Internal Revenue Service is presently examining the Company’s income 
tax returns for the years 1970 through 1975. The ultimate liability that may result from this examination 
is not presently determinable. 


In our opinion, subject to the effect of the income tax matter referred to in the preceding paragraph, the 
financial statements referred to above present fairly the financial position of Zale Corporation and 
subsidiaries as of March 31,1979 and 1978, and the results of their operations and the changes in 
their financial position for the years then ended in conformity with generally accepted accounting 
principles which, except for the change, with which we concur, to the last-in, first-out (LIFO) method of 
pricing certain jewelry and drug merchandise inventories as described in Note 2 to the financial 
statements, have been applied on a consistent basis. 



Dallas, Texas, 
May 16, 1979. 



Statement of Consolidated Earnings 


Year ended March 31 




1979 


1978 


(amounts in thousands 
except for per share data) 


Sales 




$904,464 


$790,556 


Costs and Expenses: 

Cost of goods sold (including buying and 
occupancy expenses) 

Administrative, publicity and selling (Note 1) 

Interest 

600,856 

229,304 

9,398 

527.939 

200,283 

7,173 


839,558 

735.395 

Gain on Sale of Corporate Office Building 
(Note 3) 

10,549 


Earnings Before Income Taxes 

75,455 

55,161 

Income Taxes (Notes 1 and 5) 

32,450 

26.808 

Net Earnings 

$ 43,005 

$ 28,353 

Net Earnings Per Share (Note 1) 

$3.21 

$2.11 







The accompanying notes to Consolidated Financial Statements should be read in conjunction with this statement. 














March 31 


Trade receivables (Note 1) 

Less allowance for doubtful accounts 




Liabilities and Shareholders' Investment 


Current Liabilities: 


Long-Term Debt (Note 6) 

Deferred Gain from Sale of Corporate 
Office Building (Note 3) 

Commitments and Contingencies (Notes 5, 9, and 10) 
Shareholders’ Investment: 

Capital stock (Notes 7 and 8) — 

Series A preferred, par value 
$1 per share (preference on liquidation $25,200,000 
and $25.100,000, respectively); authorized 
3.000,000 shares; issued 1979 — 

796.324 shares; 1978 — 835,142 shares. 

Common, par value $1 per share; authorized 30.000.000 
shares; issued 1979 — 8.904.621 shares; 1978 — 
8.746,435 shares. 

Class B Common, par value $1 per share; authorized 
12.000,000 shares; issued 1979 - 4.507.921 
shares; 1978 — 4.408.658 shares. 

Additional paid-in capital 
Retained earnings (Note 6) 

Less common stock in treasury, at cost 


1979 


1978 


(amounts in thousands) 


$ 15,166 
131,331 
(4,804) 


55,046 

12,237 



$ 19,070 
115,143 
(3,553) 


Other receivables 

Note receivable from sale of corporate 
office building (Note 3) 

Merchandise inventories (Notes 1 and 2) 

Prepaid expenses 

126,527 

2,994 

32,786 

325,947 

800 

111,590 
3,012 

292,475 

1,012 

Total Current Assets 

504,220 

427,159 

Other Assets (Note 1) 

Property and Equipment, at cost (Note 1): 

23,198 

19,088 

Land 

2,749 

4,619 

Buildings and leasehold improvements 

71,037 

79,726 

Fixtures and equipment 

58,284 

54,259 

Construction in progress 

2,654 

1,400 

Less accumulated amortization 

134,724 

140,004 

and depreciation 

(52,276) 

(52,085) 


82,448 

87,919 

Total Assets 

$609,866 

$534,166 


Notes payable (Note 4) 

$ 36,133 

$ 18,977 

Current portion of long-term debt 

2,035 

1,563 

Accounts payable 

46,090 

46,987 

Accrued payroll 

12,658 

5,091 

Other accrued expenses 

19,694 

13,006 

Taxes, other than income taxes 

11,958 

9,861 

Dividends payable 

2,217 

2,086 

Income taxes (Notes 1 and 5) — 



Current 

9,632 

15,632 

Deferred 

32,595 

25,556 

Total Current Liabilities 

173,012 

138,759 


54,745 


796 

835 

8,905 

8,746 

4,508 

4,409 

110,498 

106,930 

258,521 

228.431 

(13,657) 

(8,689) 



369,571 

340,662 

Total Liabilities and Shareholders’ Investment 

$609,866 

$534,166 


The accompanying notes to Consolidated Financial Statements should be read in conjunction with this statement. 




















Statement of Consolidated Shareholders’ Investment 




. 


Capital Stock 


Additional 

paid-in 




Series A 


Class B 

Retained 

Treasury 


preferred 

Common 

common 

capital 

earnings 

stock 




(dollar amounts in thousands) 


Balance, March 31, 1977 

$840 

$8,667 

$4,363 

$105,116 

$212,218 

$ 6,419 

Net earnings 

Conversions of preferred 





28,353 


and Class B common 
into common 

(5) 

79 

(75) 

1 



Cash dividends: 






Series A preferred — 







$.80 a share 





(670) 


Common — $.91 a share 
Class B common — 





(7,615) 


$.44 a share 





(1,921) 


Stock dividend — 






Class B common 

Treasury stock purchases 



121 

1,813 

(1.934) 


(142,415 shares) 






2,270 

Balance. March 31.1978 

835 

8,746 

4.409 

106,930 

228.431 

8,689 

Net earnings 

Conversions of preferred 





43,005 


and Class B common 
into common 

(39) 

54 

(23) 

8 



Common issued in acquisition 
of subsidiary company 

Cash dividends: 


105 

1,618 




Series A preferred — 







$.80 a share 





(647) 


Common — $.98 a share 
Class B common — 





(8,135) 


$.47 a share 





(2,069) 


Stock dividend — 






Class B common 

Treasury stock purchases 



122 

1,942 

(2.064) 


(272,600 shares) 






4,968 

Balance. March 31,1979 

$796 

$8,905 

$4,508 

$110,498 

$258,521 

$13,657 

Shares authorized: 

March 31.1979 and 1978 
Shares issued: 

3.000,000 

30,000,000 

12,000,000 




March 31,1978 

835,142 

8.746.435 

4.408,658 



402,244 

March 31,1979 

796,324 

8.904,621 

4,507,921 



674,844 




The accompanying notes to Consolidated Financial Statements should be read in conjunction with this statement. 
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From operations 

Cash and notes received from sale of corporate office 
building 

Cash dividends received from unconsolidated subsidiaries 
Common stock issued in acquisition of subsidiary company 
Long-term debt assumed in acquisition of subsidiary 
company 

Decrease in other assets 


Uses of Working Capital 


Additions to store property and 




Increase (Decrease) in Working Capital by Component 


Cash 

Trade receivables, net 
Other receivables 

Note receivable on sale of corporate office 
building 

Merchandise inventories 
Prepaid expenses 
Notes payable 

Current portion of long-term debt 
Accounts payable 
Accrued payroll 
Other accrued expenses 
Taxes, other than income taxes 
Dividends payable 
Income taxes — current 
Income taxes — deferred 


44,207 

36,589 

1,326 

1,723 

4,150 

1,186 


89,181 



39,635 


2,069 


41,704 


equipment, net of retirements 

22,098 

12,018 

Cash dividends 

10,851 

10,206 

Reduction of long-term debt 

3,849 

3,067 

Purchase of treasury stock 

4,968 

2,270 

Long-term notes receivable obtained in disposition of 
subsidiary company 

4,607 

_ 



46,373 

27,561 

Increase in Working Capital 

$ 42,808 

$ 14,143 


Increase in Working Capital 


$ (3,904) 

$ . 5,523 

14,937 

15,188 

(18) 

(1,790) 

32,786 

_ 

33,472 

9,873 

(212) 

353 

(17,156) 

2,622 

(472) 

1,581 

897 

(6,302) 

(7,567) 

(1,801) 

(6,688) 

(1,954) 

(2,097) 

(1,726) 

(131) 

(69) 

6,000 

(4,082) 

(7,039) 

(3,273) 

$ 42,808 

$ 14,143 


The accompanying notes to Consolidated Financial Statements should be read in conjunction with this statement. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(1) Summary of Significant Accounting Policies: 


Consolidated Financial Statements include one 80%-owned and all wholly-owned subsidiaries 
except for the Company’s two insurance subsidiaries which are reflected on the equity basis. The 
investments in unconsolidated subsidiaries and 20-50%-owned entities, also accounted for on the 
equity method, are included in "Other Assets," and the Company’s share of net earnings is included as 
a reduction of administrative, publicity and selling" expense. All significant intercompany transactions 
have been eliminated. 

Inventories are stated at the lower of cost or market, which, as to merchandise in stores, is determined 
primarily in accordance with the retail inventory method. During Fiscal 1978, substantially all diamond 
inventories were priced on the last-in, first-out (LIFO) basis while all other inventories were priced on a 
first-in, first-out (FIFO) basis. In the fourth quarter of Fiscal 1979, the Company retroactively adopted 
the LIFO basis for substantially all other jewelry and drug inventories (see Note 2). Inventories used in 
computing cost of goods sold were $325,947,000 at March 31,1979, $292,475,000 at March 31 1978 
and $282,602,000 at March 31,1977. 

Depreciation is provided using the straight-line method for approximately 75% of the Company's fixed 
assets and the sum-of-the-years-digits method is used for the remainder. Amortization of leasehold 
improvements is based on the shorter of the lives of the respective leases or the estimated useful lives 
of the improvements. Depreciation and amortization of fixed assets have been provided using useful 
lives generally ranging from 10 to 20 years for buildings, 5 to 15 years for leasehold improvements, 
and 3 to 10 years for furniture and fixtures. 

Property and Equipment original cost and related accumulated depreciation is removed from the 
accounts in the year such assets become fully depreciated. Gains or losses on disposition of property 
and equipment are reflected in earnings in the year of disposal. 

Maintenance and Repairs are charged to earnings and expenditures for betterments generally are 
capitalized. 

Earnings Per Share are based on the average number of common and common equivalent shares 
outstanding during each year. For this purpose all classes of stock outstanding are considered to be 
common or common equivalents, and stock options are also included as common stock equivalents, if 
the effect on earnings per share is dilutive. The average number of common and common equivalent 
shares used in computing earnings per share was 13,400,409 shares in 1979 and 13,425,793 shares 
in 1978. Fully diluted earnings per share are not shown since the dilutive effect is not material. 

Deferred Income Taxes primarily relate to the gross profit on installment sales which is deferred for 
federal income tax purposes until the receivables arising from such sales are collected. 

Investment Tax Credits are reflected as a reduction of the current provision for income taxes in the 
year such credits arise. 

Unamortized Excess of Cost Over Equity in net assets of acquired companies is included in Other 
Assets ($2,359,000 and $2,365,000 at March 31,1979, and 1978, respectively). These amounts are 
being amortized over periods ranging from five to forty years. 

Customer Service Charges of $14,697,000 and $13,278,000 in 1979 and 1978, respectively, have 
been reflected as a reduction of “administrative, publicity and selling” expenses. Substantially all of the 
Company’s installment receivables mature in less than one year. 

A Noncontributory Profit Sharing Plan is maintained by the Company under which company 
contributions are made on a discretionary basis as authorized by the Board of Directors. Substantially 
all employees are eligible participants of the plan upon completion of one year of service as defined. 
The Company contribution to the profit sharing plan was $6,400,000 in 1979 and $5,300,000 in 1978. 
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(2) Change in Method of Pricing Inventories: 


During Fiscal 1978, substantially all diamond inventories were priced using the UFO method, while all 
other inventories were priced using the FIFO method. During Fiscal 1979, the Company experienced 
significant price increases relating to some of its other merchandise and as a result, retroactively 
adopted the LIFO method for pricing substantially all other jewelry and drug merchandise inventories 
effective April 1,1978. The LIFO method has been adopted because it more closely matches current 
costs with current revenues in periods of price level changes. Under the LIFO method, current costs 
are charged to cost of sales for the year. This change in the method of accounting for other jewelry 
merchandise inventories and drug merchandise inventories had the effect of reducing 1979 net 
earnings by $1,846,000 or $.14 per share below that which would have been reported under the FIFO 
method. In this type of accounting change, there is no cumulative effect on retained earnings as of the 
beginning of the year. 

Merchandise inventories valued under the LIFO method were $249,447,000 and $123,058,000 at 
March 31,1979, and 1978, respectively. All other inventories were priced on a FIFO basis. If all 
inventories were priced using the FIFO method, inventories would have increased by approximately 
$74,712,000 at March 31,1979, and $27,379,000 at March 31,1978. 


(3) Sale of Corporate Office Building: 


In March, 1979, the Company sold its corporate office building and certain other adjacent properties 
having a net book value of $13,803,000 for $38,172,000, less applicable expenses of $1,583,000. The 
Company received $3,803,000 in cash and $32,786,000 in short-term notes receivable, all of which 
have been collected subsequent to year end. Simultaneously, the Company entered into a five year 
operating leaseback agreement. The Company recorded $10,549,000 ($7,592,000 after tax) of the 
gain in the statement of consolidated earnings in Fiscal 1979, and deferred $12,237,000 ($8,812,000 
after tax) representing the net aggregate rental payments due over the five year leaseback period. 

Current income taxes of $772,000 and deferred income taxes of $2,185,000, which will be payable in 
Fiscal 1980, have been provided on that portion of the gain reflected in Fiscal 1979 earnings. In 
addition, income taxes of $3,425,000 on the balance of the gain which has been deferred will be 
payable in Fiscal 1980. The deferred gain and related taxes will be amortized to earnings over the next 
five years. 


(4) Short-Term Financing and Compensating Balances: 


The Company had a maximum of $87,500,000 in domestic short-term lines of credit available during 
the year. At March 31,1979, the Company had $45,000,000 of domestic short-term lines of credit that 
were available for general corporate purposes or to support commercial paper. The lines generally 
require maintenance of compensating balances equal to 10% of the lines plus an additional 10% of any 
portions that are used. The compensating balances are subject to withdrawal by the Company at its 
option. In addition to these domestic lines of credit, the Company also has arrangements with certain 
foreign banks by which inventory purchases may be financed under short-term notes requiring no 
compensating balances. Total short-term borrowings and weighted average interest rates are as 
follows (dollar amounts in thousands): 


Short-term Borrowings: 

1979 

1978 

Notes payable to banks at March 31 

S 8,383 

$ 7,677 

Commercial paper at March 31 

S27.750 

$11.300 

Total short-term borrowings 

$36,133 

$18,977 

Average interest rate at March 31 

9.8% 

6.4% 

Average amount of short-term borrowing outstanding for the year 

$49,575 

$31,083 

Average interest rate for the year 

8.5% 

6.8% 

Maximum amount of short-term borrowing outstanding for the year 

$87,829 

$60,201 


The Company has guaranteed lines of credit totaling approximately $5,900,000 for two unconsolidated 
entities of which $3,400,000 was utilized at March 31,1979. 






(5) Income Taxes: 


The provision for taxes on income includes the following (in thousands): 


1979 1978 


Federal — 

Current 

Deferred 

State 

Non U.S., including $1,415.000 deferred in 1979, and $989,000 deferred in 1978 

$19,489 

6,263 

3,760 

2,938 

$21.086 
2,082 
2.411 
1.22S 


$32,450 

$26.80E 

Deferred federal income taxes consist of the following (in thousands): 

1979 

1978 

Gross profit on installment sales deferred for federal income tax purposes 

Deferred federal income tax related to gain on sale of corporate office building 

Other, net 

$3,532 

2,185 

546 

$1.185 

897 

Total 

$6,263 

$2,082 


A reconciliation between the provision for income taxes and the tax computed at the federal statutory 
rate is as follows (dollar amounts are shown in thousands): 



1979 


1978 



Amount 

% 

Amount 

% 

Earnings before income taxes at statutory rate 

$35,841 

47.5 

$26,477 

48.0 

State income taxes, net of federal income tax benefit 

1,974 

2.6 

1.254 

2.3 

Tax exempt income of Puerto Rican subsidiaries 

Capital gains tax rate differential on sale of corporate office 

(2,320) 

(3.1) 

(878) 

(16 

building 

(2,088) 

(2.8) 

_ 

_ 

Investment credit and other items 

(957) 

(1.2) 

(45) 

(.i 

Provision for income taxes 

$32,450 

43.0 

$26,808 

48.6 


The Company operates two subsidiaries located in Puerto Rico with 80% to 100% tax exemption 
grants that expire in 1986. The Company is currently negotiating the tax exempt status of these 
subsidiaries with the Puerto Rican government and has proposed an agreement under which, among 
other provisions, a portion of the accumulated earnings of these subsidiaries would be repatriated to 
the United States. The taxes relating to this proposed agreement have been included in the 
consolidated income tax provision. U. S. income taxes have not been provided on the remaining 
undistributed earnings of foreign subsidiaries since the Company considers such earnings to be 
permanently invested. 

Prior Years Under Examination 

The Company is presently under examination by the Internal Revenue Service (IRS) for Fiscal Years 
1970-1975 pursuant to the Company voluntarily disclosing a potential tax liability to the IRS because of 
the Company’s discovering that the manner in which allocations of income and expenses were made 
among various corporate income tax returns filed in certain prior years was not in accordance with the 
Company s established allocation methods. The years 1970-1972 had previously been examined by 
the IRS, and because of applicable statutes of limitation, additional taxes cannot be assessed against 
the Company for those years unless the IRS asserts and sustains fraud in the filing of the returns for 
those years. In that regard the IRS assessed a tax deficiency in Fiscal 1978 of approximately 
$1,250,000 against certain of the Company’s drug division subsidiaries for the years 1971 and 1972, 
which included assertion of a 50% fraud penalty. Although the Company is vigorously contesting this 
deficiency assessment, the ultimate outcome is not presently determinable. 

During Fiscal 1977, the Company recognized that its minimum additional tax liability for 1973 through 
1975 was unlikely to be substantially less than $10 million, excluding penalties. Accordingly, an 
additional $10 million income tax reserve was recorded as of March 31,1977, by retroactively restating 
the tax provisions for those years. 

The ultimate probable liability relating to all potential issues that the IRS has or may raise is not 
presently determinable. Furthermore, the ultimate outcome of the IRS examination will depend on the 
resolution of many complex legal and fact questions relating to the federal tax returns of more than 
eight hundred subsidiary corporations (since Fiscal 1976 the Company has filed a consolidated federal 












income tax return, whereas in 1975 and prior years separate income tax returns were filed for the 
parent and each subsidiary). Based upon a preliminary analysis of the issues which the Company 
anticipates could be asserted by the IRS, the Company estimates the maximum additional tax liability 
for 1970 through 1975 will not exceed amounts presently recorded (federal deferred income taxes of 
approximately $20 million plus the additional current liability of $10 million referred to in the preceding 
paragraph) by more than $40 million. This estimate assumes unfavorable resolution of all presently 
anticipated issues and the imposition of maximum penalties and interest; however, the Company 
intends to defend vigorously all issues and is hopeful of sustaining its position on major issues. Should 
any tax assessments incurred be in excess of the reserves presently provided, it will be charged 
against earnings of future periods. 


(6) Long-Term Debt: 


1979 1978 

(amounts in thousands) 


Bank promissory notes, 8 Ya% through January 31,1980, 122% of prime 


thereafter, $5,000,000 payable quarterly, beginning April 30, 1981 

$40,000 

$40,000 

Promissory notes, 8 V 2 %, payable $588,000 annually 

2,940 

— 

Promissory notes, 8 V 4 %, payable $1,400,000 annually 

Real estate notes, 8 V 2 %, payable $47,000 annually to 1982, secured by 

14,000 

15,400 

land of approximately $747,000 net book value 

Real estate notes, 5% to 8 Y 2 %, payable monthly to 1989, liquidated in 

141 

188 

connection with sale of corporate office building 

— 

720 


57,081 

56,308 

Less iong-term debt due within one year 

(2,035) 

(1,563) 


$55,046 

$54,745 


Among the requirements of the loan agreements are restrictions relative to limitations on debt, 
minimum working capital levels, guarantees on loans and payment of dividends. At March 31,1979, 
approximately $89,000,000 of retained earnings was available for payment of dividends. 

The aggregate amounts of long-term debt maturities for the first five years following March 31,1979, 
are: 1980 - $2,035,000; 1981 — $2,035,000; 1982 — $22,035,000; 1983 - $21,988,000; and 
1984 —$1,988,000. 


(7) Capital Stock: 


Holders of Series A Preferred Stock are entitled, in liquidation, to receive $30 per share plus unpaid 
dividends. The shares are convertible at any time into .8 shares (subject to adjustment under certain 
conditions) of Common Stock and may be called for redemption by the Company at $40 per share plus 
unpaid dividends. 

Class B Common Stock is convertible into Common Stock on a share-for-share basis. All such shares 
may be called for conversion at any time by action of the Board of Directors. 

Dividends may be declared on the Common Stock without dividends having been declared in that 
calendar year on the Class B Common, but not conversely. The per share amount of any dividends 
declared in any calendar year on Class B Common (whether in cash or shares of Class B Common, or 
both) shall not exceed the amount of the dividends declared on each share of Common in that same 
calendar year. 


At March 31,1979, the Company had reserved 6,426,531 common shares for the following purposes: 


Conversion of : 

Series A Preferred 637,060 

Class B Common 4,507,921 

Stock option plan 531,550 

Employee stock purchase plan_750,000 


6.426,531 












(8) Stock Option and Purchase Plans 


The Company has two stock option plans (the 1967 and 1977 plan) whereby officers and key 
employees may purchase common shares at 100% of the market price of such shares at the date of 
grant. Options are exercisable after two or three years from the date of grant but not more than five 
years after such date. During 1978, the Company determined that no additional options would be 
issued under the 1967 plan and reserved additional shares under the 1977 plan. Data with respect to 
these plans is as follows: 


Balance, March 31,1977 

Lapsed or cancelled 

Additional shares authorized _ 

Balance. March 31,1978 

Granted 

Lapsed or cancelled _ 

Balance, March 31,1979 _ 

Options exercisable at March 31, 1979 


Shares 

Available _ Options Outstanding _ 

For Grant Shares Price Per Share 

85,067 284,870 $14.38 to $22.25 

(85-067) (55,510) $15.88 to $22.25 

450,000 ___ _ _ 

450,000 229,360 $14.38 to $22.25 

(166,750) 166.750 $16.13 to $20.38 

11.250 (159,060) $17.25 to $22.25 

294.500 237,050 $14,38 to $22.25 

72,550 $22.25 


The Company established a qualified, non-compensatory, General Employees' Stock Purchase Plan 
during Fiscal 1978 whereby employees can subscribe to purchase from 10 to 200 common shares at 
85% of market value at the subscription date during the first year of the plan. During Fiscal 1979, stock 
subscriptions of 69,500 were issued under this plan. No stock subscriptions were issued under this 
plan in Fiscal 1978. 


(9) Lease Commitments: 


The Company leases most of its retail space under leases which range generally from five to fifteen 
years and which may contain renewal options for consecutive one to five-year periods. All existing 
leases, including the lease pertaining to the corporate office building (see Note 3), are considered to be 
operating leases. Minimum sublease rentals under noncancellable subleases are not material. 

Rental expense included in the statement of consolidated earnings is as follows: 



1979 

1978 

Retail Space — 

(amounts in 

thousands) 

Base minimum rents 

Rentals based on sales 

$29,295 

14,914 

$30,127 

9,051 

Equipment rentals 

44,209 

1,158 

39,178 

809 


$45,367 

$39,987 


Future minimum rental commitments (exclusive of taxes, insurance and common area maintenance) 
as of March 31, 1979, for all noncancellable leases are as follows (amounts in thousands): 


1980 

1981 

1982 

1983 

1984 

Thereafter 

Total 


Amount 

$ 32,777 
29.763 
27,854 
26,277 
24,296 
104.996 

$245,963 




















(10) Litigation: 


In a lawsuit filed in November 1977, the Company’s former treasurer seeks actual damages of $5.5 
million plus exemplary damages of $50 million from the Company and three senior corporate officers 
for allegedly falsely accusing the former treasurer of misappropriation of corporate funds. These 
allegations have been denied. The Company is also a defendant with several third parties in an 
antitrust suit seeking actual damages of approximately $14.3 million plus treble damages from all 
defendants. 


With respect to the above outstanding litigation, based upon opinions from outside legal counsel, it is 
management’s opinion that the ultimate liability to the Company, if any, will not have a material adverse 
effect on the financial statements of the Company. 


(11) Business Segment Information: 


Selected business segment data for the fiscal years ended March 31,1979 and 1978 is presented 
below (in thousands): 


Net Capital Amortization 

Expenditures& Depreciation 



1979 

1978 

1979 

1978 

Jewelry 

$14,774 

$ 7,002 

$ 7,655 

$ 6,626 

Footwear 

3,671 

3,588 

2,178 

1,942 

Drug 

1,864 

630 

1,051 

1,010 

General Merchandise 

(989) 

746 

796 

861 

Corporate 

2,778 

52 

2,334 

2,102 

Book value of corporate office building sold 

$22,098 

(13,803) 

$12,018 

$14,014 

$12,541 


$ 8,295 

$12,018 




The sales, operating profit, asset and other segment information for 1979 and 1978, presented on 
page 28, is an integral part of this note. 


(12) Supplementary Profit and Loss Information: 


The following amounts were charged to earnings for 1979 and 1978 (amounts in thousands): 


1979 


1978 


Amortization and depreciation — 

Property and Equipment 

$13,766 

$12,311 

Goodwill 

248 

230 


$14,014 

$12,541 


Taxes, other than income taxes 
Advertising 



$18,674 

$28,065 


$17,916 

$24,283 


The Quarterly Results” on page 27 is included as an integral part of these Consolidated Financial 


Statements. 


(14) Replacement Cost Data (Unaudited): 


Pursuant to requirements of the Securities and Exchange Commission, the Company has prepared 
estimates of replacement cost data for property and equipment and merchandise inventories. Such 
data is set forth in the Form 10-K Annual Report to the Securities and Exchange Commission. 


Inflation increases the cost of replacing property and equipment with equivalent productive capacity 
and increases the cost of maintaining merchandise levels. These increases have generally been offset 
by higher selling prices, changes in design and construction of stores, improvements in fixturing and 
technological advances in equipment which often increase productivity. Further, the adoption of the 
last-in, first-out (LIFO) inventory pricing method for diamond inventories in 1978 and other jewelry and 
drug inventories in 1979 (see Note 2) has resulted in the most recently incurred costs being reflected in 
cost of sales. Although management believes the replacement of existing property and equipment with 
newer, more efficient assets would reduce operating expenses, the savings cannot be reasonably 
quantified. Since the methods of estimating replacement cost are experimental, it is important that the 
data be viewed with caution and without attempting to ascribe to it a degree of significance which may 
not be warranted. 
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